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WHEN A CLIENT 
NEEDS SPECIAL 
INDUSTRIAL FINANCING 


Chartered Accountants are often called upon 
by industrial clients to suggest appropriate ways 
to finance projects. Whether or not you have 
a particular case in mind you might find it 
worthwhile to be fully informed on what the 
Industrial Development Bank can do. 


The Industrial Development Bank does not com- 
pete with commercial financing institutions but 
is often the answer where circumstances pre- 
vent efficient financing by standard methods. 
|. D. B. analysis of plant, machinery or equip- 
ment requirements may result in a plan which 
makes a project feadtete for standard financ- 
ing. Or it may prepare the way for an |.D.B. 
loan tailored to fit a particular need. 


If you are interested in learning something 
about Industrial Development Bank procedure 
and facilities, enquire of: 


INDUSTRIAL DEVELOPMENT BANK 
MONTREAL * TORONTO * WINNIPEG * VANCOUVER 
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IN THIS ISSUE | 


REDMOND QUAIN, JR., C.A., B.C.L. 


An article, at this time, on the sec- 
tion of the Companies Act relating to 
the redemption of preferred shares is 
opportune because the whole ques- 
tion of the usefulness of this section 
of the Act may have to be considered 
if and when the C.1.C.A. is called up- 
on to offer suggestions for revision of 
the Companies Act (Canada), R.S.C. 
1952. 

This controversial part of the Act 
provides a method whereby tax paid 
undistributed income can be paid out 
without getting supplementary letters 
patent. Certain conditions are neces- 
sary before the supplementary letters 
patent can be dispensed with, and 
the author has come across instances 
where they have not been obtained 
and where it is believed the share- 
holders may find the amounts receiv- 
ed will turn out to be taxable, to say 
nothing of other possible serious con- 
sequences. 

Redmond Quain, Jr., author of the 
article, has the unusual distinction of 
being both a chartered accountant 
and a lawyer and practises law with 
the firm of Quain and Quain in Ot- 
tawa. He was formerly with Price 
Waterhouse & Company in Houston, 
Texas and McDonald, Currie and 
Company in Quebec and Ottawa. He 
is a member of the Institute of Chart- 
ered Accountants of Quebec. 


THORNTON F. BRADSHAW, M.B.A. 


What does the future hold for in- 
dustry through the use of electronic 


data processing equipment? In the 
past few years technological advances 
in this field have been profound and 
the advent of computer techniques 
has given impetus to the increasing 
use of statistical and mathematical 
methods in the development of man- 
agement-control information. 

Thornton F. Bradshaw in_ his 
article “Electronics as a Tool of Man- 
agement” deals with the subject from 
an expert’s point of view. He is a 
partner in Cresap, McCormick & Pa- 
get of New York, acts as consultant 
to industrial companies and is a 
special consultant to the secretary ot 
the army. Mr. Bradshaw was asso- 
ciate professor at Harvard Business 
School and is the author of “Develop- 
ing Men for Controllership” and 
“Controllership in Modern Manage- 
ment”. Next month, a second article 
on E.D.P. by a Canadian author will 
be featured. 


JOHN L. BIDDELL, C.A. 

Handling receivership work is a 
specialized field in which a number 
of practising chartered accountants 
are engaged. John L. Biddell’s article 
“Present Canadian Bankruptcy and 
Receivership Practice” deals with 
some of the author’s experiences. It 
has been written with a view to not 
only interesting practising members 
of the profession but also to be of 
help to businessmen, particularly 
credit managers who, despite their 
specialized training, often have their 
ideas pushed to the background by 
an over-eager sales force. 

Mr. Biddell has been a partner in 
Clarkson, Gordon & Company for the 
past four years and is a specialist in 
receivership practice. He joined the 
firm in 1939 and is a member of the 
Institute of Chartered Accountants of 
Ontario. 
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UNDERWOOD SAMAS PU 

CARD ACCOUNTING ACTUALLY 
LOWERS COSTS WHILE 

SPEEDING UP YOUR OPERATIONS 







The smaller size of Underwood Samas 21 and 40 column punched cards 
makes them easier to handle. The correspondingly more compact 
Underwood Samas machines and small, low cost cards take up less space. 
And in a matter of hours you can have detailed reports on: accounts 
receivable, accounts payable, inventory control, sales analysis, labour 
distribution, cost accounting, production control, expense distribution, 
billing, statistics and market research. 


Methods ENGINEERED to tit YOUR Needs 


1. Experienced technicians study your present methods. 

2. The economies and other advantages of mechaniza- 
tion are determined. 

3. Cards and forms are worked out. 

4. The right machines are specified. 

5. A complete proposal is submitted. 


You know in advance of installation how an Underwood Samas 
Punched Card System will cut your cost of operations. 


Write or phone for further information. 


SAMAS PUNCHED CARD DIVISION 
354 VICTORIA STREET, TORONTO 1, ONTARIO 








Underwood Limited 











Article Writing Competition 

Readers of the magazine will no- 
tice the announcement of an article 
writing competition with cash awards 
to the winners, whose names will be 
announced at next years annual 
meeting. The contest is open to stu- 
dents and younger members of the 
profession, and details as to how to 
enter can be obtained by writing to 
the Executive Secretary, The Can- 
adian Institute of Chartered Account- 
ants, 69 Bloor Street East, Toronto 5, 
Ont. 

It is hoped that many of our read- 
ers will enter the competition and 
even though they cannot all be win- 
ners, it is planned to print articles 
which reach a sufficiently high stand- 
ard for publication. A point worth 
noting in this connection is that the 
majority of provincial Institutes are 
now offering a $50 honorarium to any 
of their members having an article 
accepted by The Canadian Chartered 
Accountant. 

A contest such as this should dis- 
close hidden talents and be of con- 
siderable benefit to the profession and 
to the individuals who participate. 
The judges look forward to reviewing 
a large number of entries after Feb- 
ruary 29, 1956 when the competition 
closes. 


Scottish Institute New President 


At the annual meeting, held recent- 
ly, of The Institute of Chartered Ac- 
countants of Scotland, Sir Ian Bolton, 


NOTES AND COMMENTS 





Bt., O.B.E., H.M.L., J.P., a partner in 
the firm of McClelland, Ker & Co., of 
Glasgow and London, was elected 
president for the year 1955-56. Mem- 
bers who attended the C.I.C.A. an- 
nual meeting in Victoria, B.C. in 1953 
will remember Sir Ian as a welcome 
guest on that occasion. 


C.LC.A. 53rd Annual Conference 

Only about ten more weeks remain 
until the start of this year’s annual 
conference so that it is none too soon 
for members to make arrangements to 
attend. A full program of events is 
being planned and the Program Com- 
mittee has released a further list of 
speakers. 

A distinguished and forthright civil 
servant, Watson Sellar, Auditor Gen- 
eral, will address the members at the 
opening day luncheon, Monday, Sep- 
tember 12, on “Controlling the Public 
Purse”. At a technical session the 
same day John J. Carson, Director of 
Employee Relations for the multi- 
million-dollar Hydro Electric Power 
Commission of Ontario, will speak on 
“Development of Good Human Rela- 
tions in Management”. On the fol- 
lowing day two members of the On- 
tario Securities Commission. J. H. 
Collins and T. O. P. Brown, will re- 
spectively give a paper and answer 
questions on the requirements of the 
Ontario Securities Commission. At a 
later technical session Mr. T. Aiken, 
General Procedure Supervisor, Na- 
tional Tube Division, United States 
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SERVICE TO INVESTORS 


Investors are invited to Among the services which we provide 
avail themselves of any of our clients are the following: 
our services, and to call i. Booklet “Investments”. 


fae eaaatiiel 2. Trustee Investments. 
upon us fo ’ . Financial Canadian Review. 
ations regarding the pur- . Canadian Government Loans 


chase or sale of securities. Handbook. 
. Security Record Booklet. 


Orders accepted for execution . Analysis of Security Holdings. 


on all stock exchanges. . Research Department. 


Dominion SECURITIES 
CORPN. LIMITED 


Established 1901 
Offices in principal Canadian cities, New York and London, Eng. 
50 King Street West, Toronto 


SUMMER SCHOOL FOR ACCOUNTING STUDENTS 
McGill University, Montreal 
August 8 to August 26, 1955 


This school is intended for students who have been preparing 
for the Intermediate and Final Chartered Accountants examinations 
by correspondence or otherwise and wish to have an opportunity for 
final revision under experienced university teachers. 

Instruction will be in the form of lectures, discussions and 
problem periods. Hours of instruction will be from 9 a.m. to 12 
noon and from 2 to 5 p.m. each day, Monday through Friday. Week- 
ends will be free. The vacation possibilities of the Montreal area 
are too well known to need description here. 

The school will be under the direction of Kenneth Byrd, M.A., 
B.Sc. (Econ.) C.A., Professor of Accountancy, who will be assisted 
by other members of the School of Commerce staff. 

Students will live in residence on the campus at very moderate 
rates. 

For complete information write immediately to the Extension 
Department, Dawson Hall, McGill University, Montreal, P.Q. 
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Steel Corporation, will speak on 
“Electronics Serving the Needs of 
Management”. He will also discuss 
the impact of electronics in relation 
to auditing practice. 

Within the next week or so mem- 
bers will be receiving a mailing with 
further details of the conference. 


Business Council for Queen’s 
Queen’s University, Kingston, has 
established an advisory council of 
businessmen to work with the direc- 
tor and faculty of the School of Com- 
merce and Administration. Function 
of the council will be to link the uni- 
versity and the business community 
in Canada. W. H. Browne, vice- 
president, Moore Corporation Ltd., 
Toronto, has accepted the chairman- 
ship of the council which will com- 
prise 15 members, of which at least 
five will be senior businessmen not 
graduates of Queen’s University. 


American Institute Nomination 


The nomination of John H. Zebley, 
Jr., of Philadelphia, for president of 
The American Institute of Account- 
ants in 1955-56 was announced re- 
cently. Nominations will be submit- 
ted to the Institute’s annual meeting 
in Washington, D.C. next October. 
Mr. Zebley is a partner in the ac- 
counting firm of Turner, Crook & 
Zebley, Philadelphia and has served 
as vice-president of the American In- 
stitute and president of The Pennsyl- 
vania Institute of Certified Public Ac- 
countants. 


In the News 

GrorGE AITKEN, C.A., OF WINNIPEG 
was recently elected to one of the 
top voluntary administrative positions 
of The Canadian Red Cross Society. 
He has been named as chairman of 





the national executive committee. Mr. 
Aitken has been chairman of the na- 
tional budget committee for two 
years. 

Joun A. D. Craic, F.C.A., or Tor- 
onTo has been elected honorary treas- 
urer of The Royal Canadian Institute 
for its 107th session. Mr. Craig is a 
member of the Institutes of Ontario 
and New Brunswick and is co-chair- 
man of this year’s annual meeting 
program committee. 


A 75th Anniversary 

His Royal Highness the Duke of 
Edinburgh, K.G. attended a banquet 
held on May 9 in Guildhall, London, 
to celebrate the 75th anniversary of 
the grant of The Royal Charter of 
Incorporation to The Institute of 
Chartered Accountants in England 
& Wales. Among the many distin- 
guished guests was the Rt. Hon. the 
Lord Mayor of London, Alderman 
Sir Seymour Howard. In an ex- 
change of telegrams with the presi- 
dent, Her Majesty the Queen con- 
gratulated the Institute on achieving 
its 75th anniversary. 


A Guest Editorial 

Our editorial for this month has 
been written by Mr. R. F. Bruce Tay- 
lor, F.C.A. who, for nine years, was 
chairman of the Editorial Committee 
of the magazine. Mr. Taylor now 
lives in Vancouver and is treasurer of 
Trans Mountain Oil Pipe Line Com- 
pany. 


As Others See Us 

A member of another profession 
recently made a significant contribu- 
tion to the English language. To the 
list of collective terms such as a 
“herd of cattle”, a “flotilla of ships”, 
a “bevy of beauties”, he has added 


an “argue of accountants”. 
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THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
Notice of Annual Meeting 
TORONTO, ONTARIO, SEPTEMBER 13, 1955 


The fifty-third annual meeting of The Canadian Institute of Chartered 
Accountants will be held in Toronto, Ontario, at the Royal York Hotel on 
Tuesday, September 13, 1955 at 11 a.m. for the reception of reports of the 
president, treasurer and Council, the election of auditors, and other business. 


Changes in By-laws 


In order that the close of the C.I.C.A. fiscal year be changed from 
May 31st to April 30th, effective with the 1954-55 year, Council has approved 
the following changes in the by-laws of the Institute. 

(1) That in by-law 4 the words “Ist day of June” be amended to read 

“Ist day of May”. 
(2) That in by-law 17 the words “3lst May” be amended to read “30th 
April”. 

Under the Act of Incorporation and the by-laws of the Institute, these 
changes will require ratification by the 1955 Annual General Meeting. 

J. Grant GLassco E. MicHaEL HowarTH 
Executive Secretary 
Toronto, Ontario, June 15, 1955 


| Based ee: a eh 
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Commissioner of Finance and 
City Treasurer 


President 


Applications are requested for 
the above position. Municipal 
experience necessary. Appli- 
cants should be in the approxi- 
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NEW PARKER Liquid Lead PENCIL 
Like the smooth flow of a fine lead 


mate age group of 35 to 45 pencil? Parker now offers you a_ lead 

: pencil you can’t break—never needs sharp- 
years and have accredited ac- ening. And with the smart styling you 
counting institute membership want in a personal writing instrument. 


h ival Sal Price $3.95 (refills 39c)—at all G & T 
| or the equivalent. Salary com- Stores, or Phone EM. 4-8311, or write. 


| mensurate with experience. 


| Application forms may be se- . [RAND R Toy 


cured from Secretary, Board of 
Control, Transportation Build- 
ing, Ottawa. 
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"5S TORONTO STORES TO SERVE YOU" 
Main Store: 6-14 Wellington St. W., Toronto, Can. 




















How Huck Finn 
Found a 
“Genuwyne” 


Investment 


Huck Finn was a boy with all the 
instincts of a good investor. Once, 
when Tom Sawyer asked to trade a 
tooth for Huck’s wood-tick, Huck 
replied, “Is it genuwyne?” and 
made Tom expose his “vacancy” 
to prove it. Huck had the good 
sense to investigate before he made 
the exchange. 

Like Huck Finn, we like to “look 
into” every investor’s requirements 
as thoroughly as possible before we 
advise him. 

Our job begins with a thorough 
discussion of the investor’s aims . .. 


what he wants his investments to 






do for him. Having established this 


objective we prepare a list of se- 


curities designed to meet his personal 
needs. Usually the client accepts 
our suggestions and asks us to 
purchase the securities we have 
recommended. 

We’ve been doing this sort of 
thing for a good many years. Be- 
cause we think much of it could be 
of help to you, we'd like to give you 
a hand with your investment 
planning. You can be sure that, like 
Huck Finn, we always want to find 
out what’s “genuwyne’’—what’s 


best for you. 


A. E. Ames & Co. 


Limited 
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Editorial 


A LOOK BACK — A GUEST EDITORIAL 
R. F. Bruce Taylor, F.C.A. 


HAVING BEEN asked to contribute editorial comment for this “new 
look” issue of The Canadian Chartered Accountant, the first thought 
is to render thanks for the honour accorded. The second is to see 
if a backward look will produce from experience any ideas which 
should be carried forward. 


If this writer felt that it would be of any interest to our younger 
members in broadening their outlooks for the future he could write 
an article some years hence on “Three Phases in the Life of a Chart- 
ered Accountant”; the first, 15 years of apprenticeship and practice 
in the profession; the second, 12 years as a bureaucrat learning and 
trying to sort out the real problems of financial management in many 
spheres; and the third, an unstated number of years as the treasurer 
of a large new corporation learning that, while one can appreciate 
and arrange a large transaction, its reduction to the simple recording, 
learned 30 years ago, is now quite impossible. One has to turn to 
a younger accountant, explain to him a simple journal entry and then 
leave it to him to originate many bits of printed paper and pass 
them through machines, which, like new stoves, start and stop at 
appropriate times and ring bells and throw out balances (they also 
throw balances out on occasion). On the 20th of the following month, 
one is able to ascertain, for the first time, the result of the effort. 
How auditors find their way through these myriad bits of paper 
(with no books of original entry to add up) is a mystery. To their 
credit it must be said that the system does not beat them as it does 
this writer, but, on the other hand, when they do become lost (it 
happens sometimes) in a particular gambit, they appear amazed at 
the simplicity and clarity of the original journal entry method of ex- 
pression. Truly, “Accounting in a Modern World”, the title of Mr. 
J. Grant Glassco’s recent article, could be used in many senses. It 
is wonderful to be efficient and to save, presumably, otherwise lost 
motion; but one does miss a book which is kept up to date daily and 
from which one can quickly obtain up-to-date answers. 
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Relative to the second phase, one has learned that what is com- 
monly referred to as “bureaucracy” when handled by a government 
servant is but “due precaution” when handled by others. There is 
little difference between the two; each party has its own objects 
which it must defend; each party is bound by a “system” which is 
always deplorable but there it is and it is vitally necessary. The 
fact is that we are all subject to the dictates of others; we may not 
like them, but we have to follow them in our own interest. 


Experience in the third phase has been short, but fast and furi- 
ous — two years of financing and construction, a year of deficits and 
now signs of reasonable profits. 


Taking the three phases together, one can see that a study of 
civil and mechanical engineering, before commencing commerce and 
accounting courses, has been of great benefit throughout the whole 
period. One must be careful not to push one’s extra-curricular knowl- 
edge too far, of course, but it is beneficial to be able to sit in on a 
group conference with a reasonably precise understanding of the 
technical discussions which ensue. The same may be said of train- 
ing for the other professions; a better grounding in matters of ac- 
counting and finance during student days would be of immense help 
to young engineers and lawyers. This writer advocates broader 
basic training and less specialization during student days. To take 
our Own courses as an example, is it really important for the fifth 
year student to know as much about tax, stock-brokers, municipali- 
ties, banks and trust companies as we expect him to? Would he 
not be better off to learn a little more about manufacturing processes, 
mining practice and terminology, power and fluids transmission 
systems etc., and leave the specialization in auditing and accounting 
fields to come by post-graduate experience or extra-mural study? 


FOR BETTER READING 


WITH THE completion of volume 66, The Canadian Chartered Ac- 
countant appears in a new format. The “New Look” has been de- 
signed to please the readers of the magazine by increasing legibility 
through the use of a larger type and a whiter paper. 


In addition, starting next month, two new features will be added 
to the contents. A new department to be called “Administrative 
Accounting” will be published each alternate month to promote a 
more comprehensive understanding of accounting in industry. An- 
other new department “Current Reading” will be carried monthly to 
focus attention on current accounting literature. 

It is hoped that the study and effort which has gone into im- 
proving the readability and content of the magazine will meet with 
the approval of our readers. 


THE CANADIAN CHARTERED ACCOUNTANT, JULY 1955 
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Electronics as a Tool 


of Management 


THORNTON F. BRADSHAW 





THIS IS a progress report on a revo- 
lution, a revolution in the concepts 
of management which is now under 
way. At the core of this large change 
is the substitution of management by 
plan for management by reaction to 
events, and the transition consists of 
three steps: 

1. Adopting the concept of manage- 
ment planning and control, that is, 
the setting up of company and de- 
partmental goals and the neces- 
sary controls to insure flexibility 
in planning and attainment of 
goals. 

2. Organizing so as to intensify the 
profit motive as far down the or- 
ganization as possible. 

3. Building an organization which 
can help the chief executive carry 
out his job of coordinating the 
parts and which can supply him 
with the tools of management 
planning and control. 

One more thing has just been add- 
ed: a mechanical revolution in data 
processing which will alter substan- 
tially the rate at which this new con- 
cept of management will evolve. It 
will do so by providing tools of for- 
ward planning and controlling opera- 


tions with a speed, economy and 
completeness that no one thought 
possible only a few years ago. It 
will do so — and this is far more 
important — by forcing the change. 
The only way that the enormous sav- 
ings potential inherent in the use of 
electronic data processing equipment 
can be realized fully is by applying 
these machines within the framework 
of this new concept of managing. 

In short, effective utilization of 
electronic equipment demands a new 
concept of procedures which, in turn, 
will supply the tools by which man- 
agement can plan and control opera- 
tions. 

1. In what ways do these large tech- 
nical advances in electronic data 
processing equipment require a 
rethinking of basic business pro- 
cedures? 

2. What impact will this new con- 
cept of procedures have on the 
changes in techniques of manage- 
ment now taking place? 

3. What impact will it have on the 
way management organizes to ac- 
complish its job? 

Each of these questions is worth 
some consideration. 


An address to the American Management Association, New York, March 1955 
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Rethinking Procedures 


First, why do these technical ad- 
vances in electronic equipment re- 
quire a new concept of procedures? 


Electronic equipment can handle 
business procedures as we know them 
today faster and more economically 
than anything yet encountered. The 
enormous computational speed, se- 
quenced operations, routinized ex- 
ceptions, all result in fast, efficient 
processing of payroll, cost account- 
ing, billing and many other proced- 
ures. This we know not only be- 
cause we can figure it out with pa- 
per and pencil, but because we can 
see it being done. 

Measured against the potential of 
electronic equipment, however, the 
results to be expected from these 
piecemeal installations are small in- 
deed. This does not mean that money 
savings will not be realized, or that 
valuable time will not be saved, or 
that information available to manage- 
ment will not be improved. Nor does 
this mean that the piecemeal ap- 
proach will not pay valuable divi- 
dends in staff training and in con- 
vincing top managements that these 
machines really work. It does mean 
that the piecemeal approach — first 
putting on payroll, then putting on 
receivables, etc. — will never realize 
the full potential of electronic equip- 
ment. 

The potential will be realized only 
when we reorient our thinking away 
from functional areas such as payroll, 
inventories, production planning, etc. 
and toward thinking in terms of the 
impact of a single transaction on all 
functions. This approach certainly 


is not new — it has been espoused 
vigorously by many managements, in- 
cluding some of those which are test- 
ing the water with functional appli- 
cations. 









George Troost, vice president of 
the Chrysler Company, has summed 
up as follows the new approach to 
procedures which we believe the ad- 
vent of electronic systems requires: 
“We believe it necessary to develop 
an integrated approach wherein the 
requirements of sales, procurement 
planning, material control, produc- 
tion, statistical, accounting and treas- 
ury functions are viewed together so 
that a consolidated and coordinated 
system of data processing can be 
thoroughly developed.” 


The Data Processing Problem 


Why must this be so? Why can 
we not transfer present procedures to 
electronic equipment and _ expect 
maximum results in terms of cost sav- 
ings and increased service to man- 
agement? The reason is that both our 
present procedures and our organi- 
zational approach to handling pro- 
cedures are the product of the 
kinds of equipment with which we 
have been working. In other words, 
our present concepts of cost account- 
ing, accounting, budget analysis, sta- 
tistical analysis are all compromises 
between what management needs to 
do its job and our technical means 
of handling data. 

In the same way, the manner in 
which we have organized for pro- 
cessing data has been the result of the 
kind of equipment available and the 
data processing methods required by 
that equipment. 

Consider as a typical functional 
procedure the sales paper work pro- 
cess. It consists of acknowledging 
sales orders, initiating or planning 
production, shipping the goods, in- 
voicing customers, maintaining ac- 
counts receivable and preparing sales 
statistics. 


How have companies organized to 
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carry out the paper work involved in 
this process? 

The sales department has organized 
sections to handle the preparation of 
sales order processing; the accounting 
department has organized sections to 
handle preparation of invoices, main- 
tenance of inventories and mainten- 
ance of accounts receivable; the pro- 
duction department has organized 
sections to handle shipping, and pro- 
duction planning and control. 

In spite of the fact that all these 
processes are closely interrelated, that 
one is really a part of another, they 
are broken up at present and each 
part performed by an independent 
organizational unit. The net result of 
performing related data processing 
piecemeal in a number of organiza- 
tional locations is that data processed 
in one department must be provided 
to other departments where it must 
be reprocessed to meet department 
needs. This reprocessing is the larg- 
est single factor causing high clerical 
expense and limited report data for 
management. 

This is the basic data processing 
problem which electronic equipment 
can help solve, and only by solving 
this problem can electronic equip- 
ment realize its full potential. 


Solving the Data Processing 
Problem — A Three-Stage Approach 


There can be a three-stage ap- 
proach to solving the data processing 
problem: (1) reorganization of data 
processing units, (2) integrated data 
processing through the utilization of 
nonelectronic equipment, (3) com- 
plete reorganization and the use of 
electronic data processing equipment. 


1. REORGANIZATION OF DATA 
Processinc UNITS 


This can be best illustrated by ref- 


erence to an actual case. A manufac- 

turing company operated six mills. 

Each mill had its own cost, produc- 

tion planning, payroll and inventory 

departments. The purpose of these 
staff groups was to process all data at 
the mill level and provide mill man- 
agement and the vice president of 
manufacturing with various reports. 
The vice president of manufacturing 
in turn had a number of staff groups 
reporting to him: inventory control, 
payroll, industrial engineering, cost 
estimating, cost variance analysis, 
production planning and general ac- 
counting. The purpose of these staff 
groups was to reprocess the informa- 

tion and reports supplied by mill 

management in order to provide con- 

trol information to the vice president 
of manufacturing and other members 
of top management. 

A reorganization was undertaken 
which comprised, in simplified terms, 
two parts: 

a. The vice president's staff groups 
were consolidated into two 
groups; one was devoted to data 
processing, the other to providing 
analytical and interpretative ser- 
vices to management. 

b. At the mill level all the staff 
groups were dissolved and _ re- 
placed by an administrative as- 
sistant with a small clerical force. 

Of course, more than a reshuffling 
of boxes on an organization chart 
has taken place. Each mill now sup- 
plies original data to the central data 
processing groups. Data is processed 
centrally and reports are prepared 
for the vice president of manufactur- 
ing and for the mill managers. A 
staff analytical group interprets re- 
sults to top management; the admin- 
istrative assistants interpret results for 
their respective mill managements. 


Note that this first stage of an ap- 
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proach to solving the data processing 
problem involves no mechanical or 
electronic equipment. Even without 
the introduction of mechanical equip- 
ment, impressive results can be ob- 
tained. In this particular instance, 
the clerical force was reduced from 
142 to 92 and more accurate and 
timely reports resulted. 


2. INTEGRATED DATA PROCESSING 
THROUGH THE UTILIZATION OF 
NONELECTRONIC EQUIPMENT 


This second stage consists of mak- 
ing use of a common language de- 
vice to provide the links which tie 
together a number of business ma- 
chines in common use; examples are 
typewriters, bookkeeping machines, 
punched card equipment and so 
forth. This concept has been de- 
veloped and expounded ably by the 
procedures department of the U.S. 
Steel Company which has developed 
data processing methods using a five- 
channel punched tape. This tape be- 
comes the common language link be- 
tween the original recording and all 
subsequent recording. In concrete 
terms, this means that the sales cleri- 
cal process could be accomplished by 
an initial recording of customer order 
information on an electric typewriter 
equipped with a tape punch and 
that all subsequent processing could 
be accomplished on machines acti- 
vated by the tape. This equipment 
might include punched card equip- 
ment for production planning, graph- 
otype machines for preparation of 
shipping tags and labels, electric 
typewriters for preparation of the in- 
voices, and bookkeeping machines for 
accounts receivable recording. 

This is integrated data processing 
and it can be accomplished with a 
minimum of organizational rearrange- 
ment, training in new skills or intro- 
duction of electronic equipment. It 
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can result in lower clerical expenses, 
faster delivery of reports and a mini- 
mum of errors. 


3. COMPLETE REORGANIZATION AND 
THE Use or ELecrronic DaTA 
PROCESSING EQUIPMENT 


The final stage of this three-stage 
approach can develop from either one 
or both of the preceding two stages. 
For full realization of the potential of 
electronic equipment, there must be 
a merger of the central data process- 
ing concept of organization and the 
integrated data processing concept. 


This merger will mean that a new 
concept of procedures has been im- 
plemented. It will mean that data 
processing has been centralized, and 
that there is no human processing or 
reprocessing of data once the original 
data is prepared for the machine, and 
that the basic interdependence of 
procedures is recognized. 


In this third stage we can conceive 
of feeding original data into the 
equipment — data such as raw ma- 
terial requirements, standard product 
costs, available inventories, manufac- 
turing orders, assigned capacity and 
allowed costs, payroll, data sales 
orders for immediate delivery and 
for subsequent delivery. From the 
machine would be drawn the reports 
and documents needed for the day- 
to-day operation of the business — 
available inventory reports, purchase 
orders, plant schedules, cost variance 
analyses, production reports, ma- 
terial usage reports, performance re- 
ports, available stock reports, planned 
shipments reports, invoices, bills of 
lading and so forth. 


Reports and Information 
for Management 

The clerical savings in this third 
phase will be impressive indeed. But 
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of far more importance will be the 
kinds of reports and information 
available to management. The use of 
such an electronic integrated data 
processing system will make available 
three kinds of information: 

1. Information with which to plan. 
This information will consist of 
appraisals of the future, analyses 
of past data to provide forecasts, 
and the rapid preparation of de- 
tailed schedules for manufactur- 
ing, purchasing, shipments. 

2. Information with which to test 
plans. Once a budget plan is set, 
is it the best plan? One way to 
find out is to test a number of 
plans to see which provides the 
best balance and maximum profit 
results. This kind of testing has 
never before been possible. To- 
day a company is fortunate to get 
through its budget cycle once a 
year. 

8. Information with which to control 
planned operations and change 
plans when necessary. This infor- 
mation will consist of daily reports 
where needed, weekly and month- 
ly reports prepared on time and in 
sufficient detail so that control can 
become effective. 

Control reporting may even take 
the form of automatic control sys- 
tems. Automatic control devices now 
exist for factory machines which can 
sense the physical event, compare it 
with a predetermined standard and 
adjust the process on the basis of that 
comparison. It is entirely within the 
realm of possibility that figure data 
on various subjects could be as- 
sembled automatically, compared 
against predetermined standards, and 
written orders issued to correct any 
deviations found. For example, in- 
formation on the inventory of each 
product style in each warehouse and 


selling location could be entered in- 
to a machine to be compared with an 
inventory standard which could it- 
self be a function of current informa- 
tion, such as present demand for each 
style. As a result of internal com- 
parisons, shipping orders to reassign 
inventories and production orders by 
product styles to replace the total in- 
ventory stock could be produced au- 
tomatically. In this case, the man- 
agement report would consist not of 
a detailed listing of sales and of in- 
ventories at each location, but merely 
of a summary of the interwarehouse 
shipments and production required te 
bring the system back into the pre- 
determined balance. 

These three kinds of information 
— information with which to plan, in- 
formation with which to test plans 
and information with which to con- 
trol planned operations — add up to 
the tools of management planning 
and control. As such, they merely 
add impetus to a management move- 
ment long under way and firmly es- 
tablished in some companies. 

To summarize at this point: 

1. There is a basic underlying change 
taking place in the ways by 
which management manages. This 
change was under way before the 
advent of electronic data process- 
ing methods. 

In order to realize the potential 

economies inherent in electronic 

data processing, a new concept of 
procedures must be developed. 

3. Very likely such a new concept of 
procedures will consist of a mer- 
ger of central data processing and 
integrated data processing. 

4. Not only will large clerical econo- 
mies result from the application of 
electronic data processing equip- 
ment within the framework of 
such a procedural system, but 


bo 


management will be provided 
with information with which to 
plan and control operations of a 
kind never before available. 

5. This means that the basic change 
in management, already under 
way, will not suffer a change in 
direction but merely a change in 
the rate of change. 


Impact on Company Organization 

So much for the planning and con- 
trol aspects of this evolving way of 
managing. Mention was made ear- 
lier in this paper of two organization- 
al aspects: the trend toward pushing 
the profit motive as far down the or- 
ganization as possible, and the ne- 
cessity for building an organization 
which can help the chief executive 
carry out his job of coordinating the 
parts and which can supply him with 
the tools of management planning 
and control. 

What of these two organizational 
aspects of this new way of managing? 
What impact will integrated elec- 
tronic data processing have on the 
way management organizes? 

Certainly, at first glance, the use 
of electronic data processing equip- 
ment would seem to provide the 
means for a high degree of centrali- 
zation of management. This would 
seem to be the logical result of bet- 
ter planning and control information 
and the routinizing of many low level 
decisions. Certainly, one important 
factor leading to the decentralization 
of large companies has been the im- 
possibility from a technical communi- 
cation standpoint of controlling an 
operation effectively once it gets be- 
yond a given size and complexity. 

Perhaps it is a mistake to try to 
answer the centralization-decentrali- 
zation problem with reference only 
to the availability of control tech- 
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niques. The decentralization trend 
is anchored firmly in the need for 
spreading profit motivation through- 
out a company, in the need for de- 
veloping fully rounded managers and 
in the need for cementing community 
and other local relationships. 

Electronic equipment and this new 
concept of management techniques 
and procedures will provide the tools 
of planning, testing plants, coordinat- 
ing the various parts of a plan and 
tollowing actual results compared to 
a plan. These are the functions re- 
served for top management in any 
decentralized organization. 

The proper use of these tools will, 
in my opinion, provide the means of 
making decentralized management 
effective. Divisional managers will 
be provided with overall plans and 
their areas of responsibility will be 
marked clearly. They will be pro- 
vided with reports which will enable 
them to control their operations with- 
in the limitations of the plan. 

Indeed, only with a concept such as 
this can we attain real decentralized 
management, that is, profit-decision- 
making at many locations throughout 
the organization but all decisions 
geared to attaining the overall objec- 
tives of the company. 


Impact on the Accounting and 
Clerical Organizations 

Finally, what effect will electronic 
data processing have on the way 
managements organize for data pro- 
cessing and analysis? Here again 
electronic data processing merely will 
strengthen and speed the develop- 
ment of certain organizational 
changes which have been taking 
place in the accounting and clerical 
areas of companies. 


What have these developments 
been? 
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There have been three trends in 
organizing for data processing and 
analysis: 

1. The trend to divisional controller- 
ship. : 

2. The trend to central machine ac- 
counting service. 


3. The trend toward a separation of 
the data processing function from 
the data analysis function. 


The trend to divisional controller- 
ship has been the natural accompani- 
ment of the trend toward decentral- 
ized management. It goes without 
saying that when a man is given pro- 
fit responsibility, he must be given 
the tools necessary to make profits. 
One of these tools is, of course, ade- 
quate data analysis and interpretation 
service. 


The trend to central machine ac- 
counting sections has been forced by 
the necessity of grouping sufficiently 
large units of punched card equip- 
ment together in order to achieve 
tthe benefits of factory type opera- 
tions. This centralization of data 
processing has been a matter of de- 
gree and has at times broken down 
because of inadequate communica- 
tions. 


The trend toward separating data 
processing from data analysis has 
stemmed from the realization that 
the two are different functions re- 
quiring different approaches, differ- 
ent methods, different kinds of men. 
This separation has taken the form 
of creating two distinct departments 
up and down the line in the account- 
ing organization; or it has taken the 
form of setting up a data analyses 
group outside of the accounting or- 
ganization and letting the account- 
ing organization process the data. 
Whatever the form, the trend has 
been unmistakable. 


What impact will the advent of an 
integrated electronic data processing 
system have on these organizational 
developments? Here again, the pro- 
per use of electronic equipment will 
strengthen and intensify these de- 
velopments. There will probably be 
no change in direction. 


Certainly, the use of electronic data 
processing, taken together with im- 
proved communication devices, will 
require a greater degree of central- 
ized data processing than is now the 
case. Certainly, the equipment will 
require highly specialized personnel 
to program the procedures and run the 
machines. This specialization of per- 
sonnel will widen the breach which 
already exists between those who pro- 
cess data and those who design re- 
ports and interpret results to man- 
agement. 

Finally, the divisional controller 
concept will be strengthened, if we 
accept the definition of a controller 
as one who analyzes and interprets, 
rather than one who records and pro- 
cesses data. Wherever there is profit 
responsibility, there must be strong 
controllership in this sense. 

In brief, then, once we have ac- 
cepted integrated electronic data pro- 
cessing, organization of the data pro- 
cessing and analyzing function may 
take this form: 

1. At the top level of management 

—a data processing centre into 
which is fed original data and 
from which is obtained reports 
and documents for all levels of 
management; 

—an analytical group whose func- 
tion it is to help management 
plan and control operations by 
devising control systems, ana- 
lyzing results, and translating 
business problems into comput- 
er language. 








2. At the divisional level of manage- 
ment 

—an office manager whose func- 
tion it is to prepare original 
data for transmittal to the data 
processing centre; 

—an analytical group whose func- 
tion it is to analyze and interp- 
ret reports prepared by the data 
processing centre and to insure 
that the informational needs of 
the division are being met. 


A Program for Today 


Today we are dealing with a broad 
change in the techniques of manage- 
ment. It is my belief that the tech- 
nical revolution in data processing 
equipment which is now occurring 
will merely strengthen and add mo- 
mentum to the management changes 
already under way. The basic 
changes are the trends toward de- 
centralization of profit responsibil- 
ity, the .acceptance of the manage- 
ment techniques of planning and con- 
trol, and the development of a sep- 
arate data analysis function to aid 
management in its task of planning 
and controlling operations. Making 
effective use of electronic equipment 
requires its application within the 
framework of these changes in man- 
agement. 

Much of this paper has dealt in 
terms of tomorrow. What of today 
and what can we do today to pre- 
pare for the future? 

In my opinion, the answer lies in 
the three-stage approach suggested 
earlier: 

We can press toward organizational 
rearrangements which will tend to 
centralize data processing and separ- 
ate it from data analysis. 
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We can experiment with integrated 
data processing using the kinds of 
nonelectronic equipment with which 
we are now entirely familiar. This 
will involve thé essential step of re- 
thinking present procedures. 

We can prepare for the eventual 
merger of central data processing 
with integrated electronic data pro- 
cessing by gaining experience in the 
use of electronic equipment by what- 
ever means appear to be feasible. One 
of the best means of gaining such ex- 
perience is to transfer certain of to- 
day’s procedures — payroll, inventory 
accounting — to electronic equip- 
ment. Lest this should appear to be 
in direct contradiction to what has 
been said previously, let me add two 
things: 

First, managements rarely buy a 

piece of the future that is not an 

extension of the results of today. 

The use of electronic equipment 

for the performance of today’s pro- 

cedures can provide large cash sav- 
ings and can, in effect, finance the, 
program of the future. 

Secondly, the kind of electronic in- 

tegrated data processing which has 

been described cannot emerge 
without the help of highly trained 
and experienced men. There is an 
extreme shortage of such men at 
the present time. The use of elec- 
tronic equipment for the perform- 
ance of today’s procedures can pro- 
vide the training ground for the 
men who will develop integrated 
electronic data processing systems. 

It will be interesting to report again 
on the progress of the management 
revolution a few years hence. One 
thing is certain: the results will be 
more startling than any of us can 
predict. 
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Present Canadian Bankruptcy and 


Receivership Practice 


JOHN L. BIDDELL 


EVERY SO often the financial pages 
of the newspapers list the “vital sta- 
tistics” of bankruptcy in Canada and 
the general reaction seems to be one 
of surprise that in our present buoy- 
ant economy there are so many busi- 
nesses which end in bankruptcy. A 
typical list is the one for the calen- 
dar year 1954 showing the number of 
failures in Canada by Provinces: 


BANKRUPTCIES 
Under 
summary 

Prov. admin. Other Total 
Nfld. ae 4 4 
N.S. ry 4 14 18 
N.B. oy 4 16 20 
P.E.I. —_— 3 3 
Que. . Ol 754 1665 
Ont. 105 292 397 
Man. 1 18 19 
Sask. , : 4 24 28 
Alta. : 6 36 42 
B.C. 13 56 69 

Total 1048 1217 2265 








One feature of every annual list of 
bankruptcies is that those in the Prov- 
ince of Quebec usually substantially 
outnumber the combined total of the 
rest of Canada. 


Under the Canadian Bankruptcy 
Act a special procedure is provided 


for persons other than corporations 
whose assets are valued at less than 
$500 at the date of bankruptcy. This 
procedure is called summary adminis- 
tration, and the above list shows that 
while the Province of Quebec stands 
far in the lead in the total number of 
bankruptcies a substantial number of 
these were in this category. 


The great preponderance of sum- 
mary administration cases in Quebec 
arises at least in part out of the dif- 
ference in the law relating to debtors 
who have judgments outstanding 
against them and who have no assets 
which the judgment creditors may 
seize. Under Ontario law, for ex- 
ample, a debtor who can only satisfy 
his creditors out of his current wages 
may appear before a judge in Divi- 
sion Court, explain his position with 
regard to his income, his personal de- 
pendents, etc. and have the judge set 
the amount which he must contribute 
each month toward his creditors’ 
claims. In Quebec, however, the 
“Lacombe Law” is inflexible. If a 
debtor's earnings exceed $42 per 
week, 1/3 of them may be garnisheed 
regardless of his family responsibili- 
ties. | Under the circumstances a 
number of individuals will have virt- 
ually no choice but to make an as- 
signment in bankruptcy. 
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General Nature of the Work 


In order to understand better the 
nature of bankruptcy work it would 
perhaps be helpful to describe briefly 
the different statutes applicable to 
debtors who are winding up or are 
in default of their obligations. 


The Dominion Winding Up Act 
or the winding up provisions of the 
Companies Act are used by a com- 
pany, which, while solvent, wishes to 
cease operations and wind up its af- 
fairs. In certain cases, if there is 
some doubt as to the company’s sol- 
vency leave of the Court must be 
secured before proceeding under 
these Acts. The officer who is ap- 
pointed (usually by the shareholders 
of the company) to supervise the 
winding-up has the title of liquida- 
tor. In certain cases he does not have 
to be a licensed trustee. 


Where a company is insolvent and 
wishes to cease operations, it may 
make an assignment under the Bank- 
ruptcy Act, which is a federal Act 
applicable to insolvent persons or 
companies incorporated in Canada. 
In addition to outlining the provi- 
sions for a debtor making a voluntary 
assignment, this Act also permits the 
Court to make a receiving order 
against an insolvent person in re- 
sponse to a petition filed by his credi- 
tors. 


A special section of the Bankruptcy 
Act provides for an insolvent person 
(or corporation) who wishes to con- 
tinue in business having made a pro- 
posal to his creditors aimed at ob- 
taining an extension of time for pay- 
ment and/or a reduction in the 
amount of his liabilities. Some of the 
special problems associated with such 
proposals will be referred to later in 
this article. 


Until recently it was the custom to 
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carry out compromise arrangements 
with creditors under the terms of the 
Companies Creditors Arrangement 
Act. That Act has recently been 
amended to restrict its application to 
those companies which have tunded 
debt outstanding in which the bond 
indenture provides for the appoint- 
ment of a trustee in the event of de- 
fault in payment. All companies 
which do not fall into this category, 
and individuals who wish to make 
a compromise arrangement with their 
creditors, must use the proposal pro- 
visions of the Bankruptcy Act. 


Activities of a Licensed Trustee 


A straight-forward list of the activi- 
ties of a licensed trustee would in- 
clude the following: 


Trustee in bankruptcies or credi- 
tors arrangements 

Trustee under a Bulk Sales Act 

Receiver under the provisions of a 
bond indenture or mortgage 

Liquidator under the Dominion 
Winding Up Act or the winding 
up provisions of the various 
Companies Acts 

Agent for banks or others in the 
disposition of the assets of a busi- 
ness or of a business as a going 
concern. 


Whether the title be trustee in a 
bankruptcy, liquidator under a wind- 
ing-up order or receiver under a de- 
faulted bond issue, the work is es- 
sentially the same. If a liquidation 
is involved the work falls into four 
categories: 


1. Discovery, obtaining possession of 
and appraising assets. 

2. Liquidation of assets. 

3. Determination of the amount and 
ranking of the claims of creditors. 

4. Distribution of the proceeds of 

the assets among the creditors. 
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These duties require a working 
knowledge of both accounting and 
commercial law including the laws of 
bankruptcy, a considerable amount 
of patience in dealing with dis- 
gruntled creditors, and a better than 
average skill at “horse trading” when 
attempting to dispose of various types 
of assets. 

If, on the other hand, the trustee is 
placed in the position of receiver and 
manager of a going business a whole 
new set of problems present them- 
selves. Essentially, these add up to 
all of the problems (but none of the 
privileges) usually associated with 
management, plus some special prob- 
lems which an insolvent business in- 
evitably attracts. 


Basis of Remuneration 


One of the major problems faced 
by a practising chartered accountant 
who contemplates engaging in re- 
ceivership work, particularly in these 
times, is how to do so profitably. A 
great deal of the work is extremely in- 
teresting; it is therefore time consum- 
ing. The amount of the remunera- 
tion, which in bankruptcies is usually 
set by regulation, quite frequently 
bears little relationship to the amount 
of work involved. 


The rules of the Bankruptcy Act 
limit the remuneration of a trustee to 
72% of the net amount realized from 
the disposal of the debtor’s assets af- 
ter payment of the claims of any 
creditors who hold any lien or charge 
against the assets. If, for example, 
the debtor's assets consisted of equip- 
ment against which there was a lien 
of $4,000 and the equipment was sold 
for $6,000, the trustee’s fee in the 
matter would be 7% of $2,000 or 
$150. 


A recent issue of a well known 
trade paper which reports on such 


matters stated that in the preceding 
week there had been eight bank- 
ruptcies recorded in Toronto and the 
surrounding district. The total assets 
of the eight debtors were listed at a 
book value of less than $16,000. 


The Bankruptcy Act does provide 
that the trustee’s remuneration may 
be increased upon the consent of the 
inspectors (representatives of the 
creditors) and the Court. In very 
few cases, however, would the trus- 
tee wish to ask the creditors, who 
may have already taken substantial 
losses, for a larger share of what is 
left. It is also true that in many 
bankrupt businesses affairs have de- 
teriorated to such an extent that there 
is virtually no equity in the remaining 
assets for any one but secured credi- 
tors. The trustee’s disbursements and 
his authorized fees rank ahead of the 
next group of creditors who are usual- 
ly the wage earners. The trustee 
finds it difficult to ask for an extra 
fee if it will reduce the claims of the 
wage earners, who, if the business 
was an old established one, have 
probably suffered the greatest loss. 


Problems with Disbursements 


The trustee is allowed his out-of- 
pocket disbursements in connection 
with the administration of a bankrupt 
estate and may include in them 
amounts set by tariff for the prepara- 
tion of the various notices to credi- 
tors and others. The rules do not 
permit the trustee to charge, as a dis- 
bursement, for the cost of any work 
performed by his partners or em- 
ployees. While the intention of this 
rule is to prevent a trustee from ex- 
ceeding his 74% fee by collecting fur- 
ther amounts under the guise of dis- 
bursements, the application of it can 
at times create a hardship. 


A large proportion of businesses 








26 


which wind up in bankruptcy at the 
present time are businesses which 
have been poorly managed and where 
little or no attention was paid to 
keeping proper records. The result 
of this may be to require the books 
to be written up to date or at least 
the payroll records to be written up 
for many months in order to issue 
T4’s. The trustee will probably have 
people on his staff capable of per- 
forming this work most efficiently but 
if he has them do it, no matter how 
much of it there may be, he cannot 
charge for it. The only alternative is 
to have his own staff perform the 
work and write off their time (which 
is done in nearly every case), or else 
hire outside bookkeeping assistance. 


In theory, writing up records and 
filing returns are included in the ser- 
vices for which the trustee receives 
his 74% commission. It is worthy of 
note, however, that in these times one 
cannot even have accounts receivable 
collected by a solicitor or a collection 
agency for a 72% commission. 

In spite of the above remarks, it 
may be generally stated that the basis 
of remunerating trustees as provided 
in the Bankruptcy Act is fair and rea- 
sonable. The only change which 
should be made, in this writer's opin- 
ion, would be to allow a trustee to 
charge as a disbursement for services 
rendered by his partners and employ- 
ees if the services are authorized and 
the charges approved by the inspect- 
ors of the estate. 

Engaging in receivership work 
must inevitably be a “feast or fam- 
ine” type of business. During times 
such as these when bankruptcies are 
relatively few, it is difficult for any 
trustee to carry staff whose experi- 
ence limits them to receivership work. 
Insofar as a practising accountant is 
concerned, the infrequency of this 
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type of work and normal staff turn- 
over may mean that he or his partners 
are the only members of the organiza- 
tion at all familiar with what is re- 
quired. When the work does come 
in, he may have to engage in the de- 
tailed phases of it personally to an 
unprofitable degree. 


Accepting an Appointment 


A trustee usually receives his ap- 
pointment as a trustee, liquidator or 
receiver from a solicitor who repre- 
sents one or a group of creditors. The 
solicitor may, however, represent a 
debtor who wishes to make a volun- 
tary assignment. Serious considera- 
tion of a number of matters is re- 
quired before the trustee should ac- 
cept an appointment. As a business 
man he must first satisfy himself that 
there are sufficient unencumbered as- 
sets in the estate to cover both his 
disbursements and a reasonable fee 
based on the statutory commission. 
Equally important from the stand- 
point of a practising chartered ac- 
countant, he must satisfy himself that 
he will be able to discharge his obli- 
gations as trustee in a manner befit- 
ting a member of the profession. 


The Bankruptcy Act requires that 
in the case of a bankrupt debtor, “The 
trustee shall verify the bankrupt’s 
statement of affairs” (s. 8(10)). In 
the case of a debtor who makes a pro- 
posal to his creditors for an extension 
of time or for a reduction in his lia- 
bilities, “The trustee shall make or 
cause to be made such an appraisal 
and investigation of the affairs and 
property of the debtor as to enable 
him to estimate with reasonable ac- 
curacy the financial situation of the 
debtor and the cause of the debtor's 
financial difficulties or insolvency and 
report the result thereof to the meet- 
ing of creditors” (s. 27(5)). It is 
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obvious that in order to carry out 
these duties the trustee must know 
something about the people with 
whom he is dealing. 


In the case of a bankruptcy in 
which the trustee is asked to act by 
the representative of a group of credi- 
tors, he can probably have fewer 
qualms. Once he is appointed to ad- 
minister the affairs of a bankrupt, 
however, he cannot withdraw. Even 
though it is clear at the outset that 
there will be no attempted restrictions 
whatsoever on the proper discharge of 
his duties, the circumstances of the 
debtor may require detailed investi- 
gation or it may be that the chief 
purpose of the group of creditors in 
selecting him as trustee is to have him 
conduct such an investigation. He 
has to attempt to satisfy himself in 
advance that he wishes to be con- 
nected with the affair and that there 
will be funds available to pay him. 


If the trustee’s appointment is to 
be made by a solicitor acting for a 
debtor who is making a voluntary as- 
signment or a proposal to his credi- 
tors, it must be made perfectly clear 
to all concerned that the trustee will 
assume a completely independent po- 
sition. Where the writer is approach- 
ed by a debtor, or by a solicitor for a 
debtor who is not personally known 
to him, it is invariably his practice 
to ask first for references and then 
conduct a preliminary investigation 
before accepting the appointment. 


Types of Engagements 


The work which the trustee may be 
asked to perform can be quite varied 
depending on the terms of the en- 
gagement and the duties he is re- 
quested to assume. Examples of 
some of these are set out below. 


1. INFORMAL CREDITORS 
ARRANGEMENTS 


Where a business has become 
over-extended financially and has be- 
come insolvent, there are often oppor- 
tunities for enabling it to be put back 
on its feet if it appears to its owners 
and to its chief creditors that further 
support is justified. Almost invari- 
ably the owners of the business have 
strained their own resources to the 
limit and at least part of any further 
support must come from creditors. 
There are different ways in which 
such support can be provided. 


A business may be insolvent be- 
cause it has tied up too much of its 
resources in fixed assets. It may have 
excellent prospects in the way of or- 
ders and contracts which can be com- 
pleted at a profit provided it can ac- 
quire additional working capital. In 
some cases this can be obtained 
through bank borrowings and in oth- 
ers through mortgaging the plant. It 
frequently happens, however, that 
the owners of the business have de- 
layed too long in applying for assist- 
ance, and by the time they do make 
a move their current position is so 
bad that neither the banks nor the 
mortgage companies can deal with 
them. 

In one such case, the company con- 
cerned had a small group of creditors 
who were the suppliers of its chief 
raw materials. There were a number 
of other smaller creditors, but their 
claims in the aggregate were consid- 
erably less than those of the other 
group. The company’s current po- 
sition was extremely serious and this 
combined with the record of its man- 
agement for having “gone overboard” 
on the purchase of new equipment 
caused the bank to refuse sufficient 
additional support. The company 


represented a large outlet for the 





28 





products of the chief creditors, all of 
whom expressed confidence in the 
future of the debtor company provid- 
ed some temporary restrictions could 
be placed on its management. 


We were approached and asked to 
supply some one “to control the re- 
ceipts and sign the cheques” of the 
debtor company for a period during 
which the major creditors would sup- 
ply additional materials on a deferred 
credit basis to permit certain large 
contracts to be completed. These 
contracts were expected to be quite 
profitable and would enable the com- 
pany to get back on a sound footing. 


It was decided not to make a form- 
al proposal to creditors under the 
Bankruptcy Act for an extension of 
time for payment of its debts. While 
the group of major creditors could no 
doubt have carried such a proposal, 
the effect of making one could only 
have worsened the company’s future 
credit position and made a greater 
amount of new financing necessary. 
The group of major creditors stipu- 
lated that the accounts of smaller 
creditors were to be paid off over a 
comparatively short term and by so 
doing enabled the company to con- 
tinue to receive a modest amount of 
credit. 

A set of circumstances such as de- 
scribed above is somewhat unusual 
but by no means exceptional. Similar 
plans have been followed on numer- 
ous occasions. The chief purpose of 
describing the plan is to review the 
role which the trustee was asked to 
play in it. 

When asked “to control the receipts 
and sign the cheques” we of course 
realized that, while this might be the 
extent of the responsibilities set down 
in our terms of reference, in actual 
fact almost everyone concerned 


would assume that we were managing 
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the company’s affairs. We would be 
charged with the moral if not the act- 
ual responsibility for doing so. What 
we were asked to do in effect was 
take on the role of a receiver without 
being given the authority or protec- 
tion which a receiver ordinarily is 
granted when placed in control of a 
business. The management of the 
debtor company was still in office and 
directing its affairs. We were expect- 
ed to exercise no control over com- 
pany policy but only over the com- 
pany purse. 

At first glance the prospect was 
anything but attractive. In reflecting 
on the matter, however, we decided 
that if businessmen could not turn to 
those possessing the training of a 
chartered accountant for such service, 
where else could they turn to fill a 
need which would obviously arise 
quite frequently? We eventually pro- 
ceeded in the following manner. 


One of the senior members of our 
staff was appointed to the Board of 
Directors of the debtor company in 
place of one of the three existing di- 
rectors. Before accepting the ap- 
pointment we took care to obtain let- 
ters from the shareholders of the 
company and the members of the ma- 
jor creditors’ group agreeing to in- 
demnify us in respect of any reper- 
cussion or liability which might ac- 
crue to our representative arising out 
of his action as a director or his hold- 
ing that office. The by-laws of the 
company were then changed to have 
our representative empowered to ne- 
gotiate for the company with its 
bankers and to co-sign all cheques 
with one of the other directors. 


A management committee consist- 
ing of the president of the company, 
our representative and two represen- 
tatives from the creditors’ group was 
formed for the purpose of meeting at 
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least once each month to review bud- 
get statements and advise on com- 
pany policy. 


We were not the auditors of the 
company, but by working with the 
auditor we arranged to make certain 
changes in the company’s accounting 
procedures. Each month our repre- 
sentative prepared a detailed state- 
ment forecasting the operations for 
the month. At the monthly meeting 
of the management committee the 
budget forecast was reviewed and 
approvals were obtained in advance 
for necessarv expenditures of a cap- 
ital or any extraordinary nature. Our 
representative also presented an op- 
erating statement covering the pre- 
vious month along with a report re- 
lating it to the details of the forecast 
statement previously presented for 
that month. 


By working with a management 
committee in this fashion we were 
usually able to obtain committee con- 
sideration of major policies affecting 
the company’s operations in advance 
of having to agree to commitments. 
As a result our relations with the 
company’s management was kept on 
a most agreeable basis. 


Our experience with the case refer- 
red to above has set a pattern for our 
work as trustee in many types of re- 
ceiverships and compromise arrange- 
ments with creditors. We _ believe 
that such a plan, modified to fit the 
circumstances, can be of real benefit 
to the business community. In the 
case referred to, although the plan 
was quite simple, it enabled the major 
creditors to assist the debtor com- 
pany out of its difficulties with re- 
sulting profit to all concerned. It is 
doubtful that the creditors’ group 


would have supported the company 
without placing some one in a posi- 


tion of control, and a qualitfied man- 
ager who was available when requir- 
ed would no doubt have been ex- 
tremely difficult to find. Not only 
were a bankruptcy and the resultant 
losses avoided, but the debtor com- 
pany (and some of the creditors) 
were introduced to control proced- 
ures which many of them might profit 
by using. 


2. PROPOSALS UNDER THE 
BANKRUPTCY Act 

Reference has been made in an 
earlier section of this article to the re- 
quirement of the Act that in the case 
of a proposal made by a debtor to his 
creditors, the trustee must conduct an 
investigation into the affairs of the 
debtor and report to the creditors. 


-The purpose of this investigation is 


to provide the creditors with all of 
the information which may be avail- 
able to assist them in deciding wheth- 
er or not to support the debtor’s pro- 
posal. Failure to support the propos- 
al usually means bankruptcy. On the 
other hand support for the proposal 
almost inevitably will result in the 
creditors’ advancing additional credit. 


In the eyes of a chartered account- 
ant, the responsibility of a trustee in 
reporting to the creditors on a pro- 
posal is at least as great as that as- 
sumed by a member of the profession 
when he certifies a client's financial 
statements. The remarks made earl- 
ier concerning the obtaining of ref- 
erences and the necessity of investi- 
gating the background of the persons 
behind the proposal cannot be em- 
phasized too strongly. 


In a great many cases the trustee is 
unable to carry out the detailed veri- 
fication procedures which, as an in- 
dependent accountant, he would nor- 
mally require before certifying a com- 
pany’s financial statements. Some of 
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these, such as the verification of lia- 
bilities, are not required because of 
the procedures involved in a proposal 
under the Act. Where a trustee has 
been unable for any reason to carry 
out any of those verification proced- 
ures which he believes to be essential 
or where he has been unable to pro- 
vide any information which he be- 
lieves that the creditors should have 
in considering the proposal, it is ab- 
solutely essential that he report the 
facts to them. 


Under no circumstances should a 
trustee act as a “salesman” for a pro- 
posal. 


Where a proposal to creditors does 
not provide any guarantee that the 
creditors will receive the payments 
offered to them in the proposal, it is 
not uncommon for the creditors to 
insist on the debtor company having 
its affairs controlled by the trustee or 
a creditors’ committee. Under such 
circumstances the writer will only 
agree to supervise the operations of 
the debtor company if a plan is 
adopted similar to that described in 
the previous section of this article 
dealing with informal creditors ar- 
rangements. 


3. BANKRUPTCIES 


In the case of a bankruptcy, the 
trustee’s duties are laid down by the 
Bankruptcy Act. While the form of 
the procedure is fixed, almost every 
bankruptcy involves a different set of 
circumstances and requires the solu- 
tion of somewhat different problems. 
Where a bankruptcy has occurred 
either by way of a voluntary assign- 
ment or by order of the Court in re- 
sponse to a petition filed by creditors, 
the work usually consists of a salvage 
operation. On occasion the debtor 
may wish to continue in business and 
may make a proposal to his creditors, 











which he is still permitted to do. If a 
proposal is workable, however, it will 
usually be made by the debtor before 
he has been adjudged bankrupt. 


As previously mentioned, in a 
bankruptcy the trustee is required to 
verify the debtor's statement of af- 
fairs. If the operation is merely a 
liquidation, the writer is of the opin- 
ion that it is unnecessary to go to 
extreme lengths to produce an accur- 
ate statement of affairs. The trustee’s 
first duty is to get possession of all of 
the assets of the debtor including 
those which have been turned over 
to him and any others which may be 
in existence. The statement of affairs 
presented to the meeting of credi- 
tors should include or make refer- 
ence to all the assets and liabilities of 
which the trustee is aware. There 
appears to be little point, however, in 
his taking extraordinary pains in ar- 
riving at values to place on the vari- 
ous items. 


At the first meeting of the creditors 
the debtor’s statement of affairs is 
presented. This statement will likely 
be approximate only, but it may be 
the first clear picture that the credi- 
tors have seen of just how badly in- 
volved the affairs of the debtor have 
become. Here is the point in some 
bankruptcies at which the fur begins 
to fly. In those cases where there 
has been mismanagement or some 
element or dishonesty the creditors 
are, for the first time, in a position to 
see just how badly they have been 
taken in and approximately what 
their loss is likely to be. At this point 
all kinds of resolutions are hurled at 
the trustee, acting as chairman, call- 
ing for investigation of the debtors 
and their relatives, and demanding 
legal prosecutions, etc. Invariably 
there is a great deal of conjecture as 
to what the debtor might have done 
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with his assets and there is usually a 
resolution put forth instructing the 
trustee to make an investigation of 
the debtor’s affairs and determine 
where the money has gone. Unfor- 
tunately, this is usually a case of lock- 
ing the door after the horse has been 
stolen. It is necessary to explain to 
the creditors that there is no point 
whatsoever in spending further 
money on investigations unless the 
result will be to turn up assets which 
the trustee does not already have in 
his possession, or of which he is not 
aware. 


In a great many cases the debtor’s 
records will prove to be inadequate, 
and there will be a resolution to hire 
accountants and auditors. The writer 
is certainly in sympathy with any call 
to hire accountants but who will pay 
the cost of such an investigation and 
where will it lead? While an investi- 
gation might result in putting the 
debtor in prison it is questionable if 
the creditors really wish to do this. 
The only worthwhile investigation is 
the one which is going to turn up fur- 
ther assets for the benefit of credi- 
tors. At a great many meetings it has 
been necessary to explain to some 
creditors that if one wishes to steal 
something from a business it is not 
necessary to make an entry in the 
books. 


The Problems of the Credit Manager 


The writer’s experience in trustee 
work, if nothing else, has developed 
in him a considerable amount of sym- 
pathy for the individual who holds 
the job of credit manager. Most credit 
managers appear to have had a con- 
siderable amount of specialized train- 
ing for their position, attend credit 
association meetings, and work very 
hard and intelligently at trying to 
grant credit where it is due. In far 


too many instances in recent years all 
of this effort has been pushed into 
the background by an _ over-eager 
sales force backed up by a manage- 
ment who could obtain a tancy price 
from a customer in return for credit. 


One factor which has stood out as 
being common to a great many bank- 
rupt businesses in recent years is the 
absence of adequate accounting rec- 
ords. In the good times we are now 
enjoying, with the exception of cer- 
tain industries which are acknowl- 
edged to be depressed, most failures 
are the result of mismanagement or 
dishonesty or a combination of both. 
It is difficult for a vendor to protect 
himself from a dishonest applicant 
for credit, but it is not always im- 
possible. If a vendor does not wish 
to sell to some one who is not likely 
to pay his account in full, and is not 
blinded by a mark-up which will cov- 
er the third shipment if the first two 
are paid for, there are some precau- 
tions he can take. 


If a credit manager could obtain a 
statement of the financial position of 
an applicant for credit, certified by a 
reputable accountant, his job would 
be a sinecure. Most often no finan- 
cial statements are forthcoming. Per- 
haps the very fact that they are dif- 
ficult to obtain causes far too much 
reliance to be placed on an uncerti- 
fied statement when it is received. 
All too frequently the trustee is asked 
by a creditor to explain the prosper- 
ous looking statement which the cred- 
itor obtained from the debtor or from 
a credit investigation agency just 
prior to bankruptcy. 


The uncertified financial statement 
given to a prospective supplier or to 
the young man from the credit agency 
is frequently incorrect, optimistic or 
slanted. Often a three-minute con- 
versation with the applicant’s auditor 





is worth very considerably more than 
any uncertified financial statement. 


Let any businessman consider this 
question: who, next to himself and 
his comptroller, knows more about 
the manner in which his company’s 
financial affairs are conducted than 
his auditor? Perhaps the auditor does 
not make a practice of scrutinizing 
the monthly statements as soon as 
they are produced, but he does know 
whether or not the company is keep- 
ing its records up to date and is fol- 
lowing proper accounting procedures 
so that it may be aware of its financial 
position. 


Obviously an auditor in answer to 
such an enquiry can not likely make 
any positive statement about his 
client’s present financial position. If 
authorized by his client to speak, 
however. he can describe the financial 
position at the date he made his last 
examination and declare whether or 
not his client has been in the habit of 
keeping proper books of account. 


Conclusion 


A working knowledge of the laws 
affecting insolvent persons can be of 
real assistance to a chartered account- 
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ant engaged in public accounting 
practice. While he would not pre- 
sume to advise his clients on the law 
concerned, some familiarity with 
it would often be helpful in en- 
abling him to recommend when com- 
petent legal advice should be sought. 
Engaging in the work of a licensed 
trustee can be extremely interesting 
and can lead to other assignments for 
which members of the profession are 
admirably qualified. However, the in- 
frequency of the work and the neces- 
sity of giving it first priority when it 
does become available present dif- 
ficulties which are not always easy to 
overcome. 

From the standpoint of the busi- 
nessman, some knowledge of how to 
deal with insolvent debtors is essen- 
tial. Increasing competition is re- 
quiring him to seek out new custom- 
ers at least some of whom may be un- 
certain credit risks. The pattern of 
false or inaccurate financial state- 
ments and absence of adequate ac- 
counting records which has been 
common to most bankrupt businesses 
in recent years would appear to in- 
dicate the need for a somewhat dif- 
ferent approach to the investigation 
of new applications for credit. 
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The Companies Act Provisions for the 


Redemption of Preferred Shares 


REDMOND QUAIN, JR. 





SECTION 61 of the Companies Act, 
(Canada) will be considered under 
the following headings: 


1. Why the section is important. 

2. What might follow from non-com- 
pliance with s. 61. 

3. Discussion of the probable mean- 
ing of s. 61. 


4. How non-compliance with s. 61 
might be remedied. 

5. Book entries required to produce 
the type of balance sheet required 
by s. 61(b). 

6. What is the best method to use 
in order to redeem the preferred 
stock created. 

7. Conclusion. 


1. WHY THE SECTION IS IMPORTANT 


Comparatively recent changes in 
the Income Tax Act, combined with 
a recent stiffening in attitude of the 
Secretary of State Department with 
respect to compliance with some of 
the provisions of the Companies Act, 
has caused attention to be focused on 
the meaning of s. 61' of the Com- 
panies Act, (Canada). 

In 1951 Parliament extended to all 
corporations a method? of creating a 
type of surplus which is not taxed in 
the hands of the shareholders when 
distributed to them. In general the 
method entails the payment of 15% 
tax on a certain portion of undis- 


1 This section and other relevant sections 
of the Companies Act and Income Tax 
Act are produced or referred to in ad- 
denda to this article on page 42. 
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tributed income. The remaining 85% 
of that portion may then be dis- 
tributed to the shareholders free of 
tax in their hands provided that cer- 
tain requirements are met. Such sur- 
plus available for tax-free distribu- 
tion and receipt is called “tax paid 
undistributed income”. 

It was provided that in order for 
the shareholders to receive that sur- 
plus free of tax it must be distributed 
to them in one of the four methods 
specified in the Income Tax Act.® 
Probably the method most frequently 
resorted to has been to issue an 
amount equal to this “tax paid un- 


2 Section 95A of the Income Tax Act, 
1948 (now s. 105 of the Income Tax Act 
R.S.C. 1952). 

8 Income Tax Act (R.S.C. 1952) s. 81. 
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distributed income” in the form of 
redeemable preferred stock. The re- 
deemable preferred stock is then re- 
deemed by a cash payment. This last 
step would normally entail the reduc- 
tion of the capital stock of the com- 
pany. 

Now there are two ways for a fed- 
erally incorporated company, not in 
the process of winding-up, to reduce 
its capital legally. It may obtain sup- 
plementary letters patent or it may 
comply with the provisions of s. 61. 
In the latter case what in fact is a re- 
duction “shall not be deemed to be a 
reduction” if certain conditions are 
met. (The phrase would read more 
accurately if it were changed to “shall 
be deemed not to be a reduction” 
— since in fact it is a reduction). 


The inference is clear from the 
section that where there has been a 
redemption of the type described in 
the section but where the provisos of 
the section have not been complied 
with, there has been a reduction of 
capital. In other words, since the 
section says that the redemption shall 
not be deemed to be a reduction if 
certain conditions are fulfilled, the 
inference is that if the conditions are 
not fulfilled there will have been, for 
the purposes of the Act, a reduction 
of the paid-up capital of the com- 
pany. 

The important phrase here is “for 
the purposes of the Act” because for 
other purposes the capital may well 
not be considered to be reduced re- 
gardless of whether s. 61 is complied 
with. For example, whether the dis- 
tribution is one of capital or income 
for the purpose of ascertaining 
whether life tenant or remainderman 
should receive the moneys distributed 
is a different question from the one 
being considered in this article. 


That issue has been dealt with by 
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four decisions in the Ontario courts.’ 
Inasmuch as the Companies Act deals 
with what shall or shall not be deem- 
ed to be a reduction of capital, it does 
not, the writer contends, pretend to 
regulate that question as between 
life tenant and remainderman. It 
regulates the question only from 
an administrative point-of-view, i.e. 
whether the company will or will not 
be required to obtain supplementary 
letters patent. The purpose of secs. 
49 and 61 is to provide some control 
over moneys being paid out of a 
company by way of redemption or 
the extinguishing of its shares. 


Since supplementary letters patent 
involve a $100 filing fee plus legal 
costs and since compliance with s. 61 
avoids the necessity of such supple- 
mentary letters patent, many federal- 
ly incorporated companies distribut- 
ing tax-paid undistributed income 
have been doing so ostensibly under 
s. 61. Again notice “ostensibly”, be- 
cause in actual fact the difficult to 
understand requirements of the sec- 
tion have not in fact been followed 
in many cases. The reason why they 
were not followed was because it 
was often felt that the only people 
who would object would be the cred- 
itors and that they would object only 
if the distribution prejudiced their 
chances of full collection. 


Recently, however, the Secretary of 
State has been requiring that com- 
panies which redeem preferred stock 
without the obtaining of supplement- 
ary letters patent comply with the 
provisions of s. 61. At this point we 
are naturally led to the question 
posed below. 





+ Re Fleck 1952, O.R. 113; Re Mills 1953. 
O.R. 197; Re McIntyre 1953, O.R 910; Re 
Hardy Trusts 1955, O.W.N. 273. 
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2. WHAT MIGHT FOLLOW FROM NON-COMPLIANCE WITH S. 61 


What consequences are produced 
by the redemption of preferred stock 
accompanied by neither obtaining 
supplementary letters patent nor com- 
plying with s. 61? Is the redemption 
void? Could the shareholders who 
received the dividends be compelled 
to pay the same back into the com- 
pany? If so, by whom could they 
be so compelled? 

It is an ultra vires act of the cor- 
poration to reduce its share capital 
unless authorized to do so by letters 
patent.’ Thus it is void (not merely 
voidable*) and the money distribut- 
ed may have to be restored to the 
company;’ and if the unauthorized 
reduction came about by a distribu- 
tion of tax-paid undistributed income, 
it could be subject to tax in the hands 
of the shareholders as if it were an 
ordinary dividend.* Thus we arrive at 
the paradoxical situation whereby for 
the purposes of the Companies Act 
and general law the distribution 
would be a reduction of capital, un- 
authorized though it be, but unde 
the Income Tax Act the money dis- 
tributed would be taxed as a dividend. 


The net effect of s. 8(1) of the In- 
come Tax Act (R.S.C. 1952) is to 
make any distribution to shareholders 
taxable unless such distribution is 
pursuant to, among other things, “a 
reduction of capital [or] the redemp- 
tion of shares”. Does this exception 


apply to an unauthorized reduction 


of capital or an unauthorized redemp- 
of shares? It is quite arguable that 
it would not. Such an argument 
would have authority in the decision 
McConkey v. M.N.R. (1937), Ex. 
C.R. 209, which at page 229 states: 

“It will suffice to note that they 
(i.e. the cases cited) lay down 
categorically the following prin- 
ciples by which I feel I must be 
governed :— 

“That a corporation not in liqui- 
dation can make no payment to its 
shareholders by way of return of 
capital except as a step in an 
authorized reduction of capital and 
any other payment made to its 
shareholders can only be made by 
way of dividing profits”. 

In virtue of s. 8(1) of the Income 
Tax Act (R.S.C. 1952) and the Mc- 
Conkey decision cited above, it could 
well be that a distribution, otherwise 
complying with the requirements of 
the Income Tax Act in order to render 
it tax-free in the hands of the share- 
holders, could become taxable in 
their hands because the proper pro- 
cedure with respect to the reduction 
has not been complied with. An- 
other possible consequence of course 
is the directors’ personal liability to 
any one prejudiced, by reason of hav- 
ing paid out of the company that 
which according to the law should 
not have been paid out without prior 
fulfilment of certain requirements. 


3. DISCUSSION OF THE PROBABLE MEANING OF THE SECTION 


It would seem that the intention 
would be to protect the creditors 


against the withdrawal of funds from 
the company by the shareholders 





5 Ross v. Fiset, 1882 Q.L.R. 251; Hill v. 
Permanent Trustee Co. of New South 
Wales, 1930 A.C. 721, 731. 

6 Re London, Hamburg and Continental 
Exchange Bank, L.R. 5 Chancery 444. 


* National Trust v. Gilbart, 1921 1 WWR. 
359 at p. 362. 

8 McConkey v. M.N.R. (1937), Ex. C.R. 
209. 
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when such a withdrawal would pre- 
judice the chances of the creditors 
recovering what is due to them. 

The first paragraph of s. 61, al- 
though lengthy, presents relatively no 
difficulty. In essence it provides that 
the redemption of fully paid preferred 
shares shall not be considered for the 
purposes of the Act a reduction of 
capital, provided that a certain condi- 
tion is complied with. That condition 
is the special issue of shares, the pro- 
ceeds from which shall be used for 
the redemption. 

Paragraphs (a) and (b) provide 
an alternative to the share issue. (It 
must always be remembered that the 
whole section itself is an alternative 
to — or an interim measure before — 
a reduction by supplementary letters 
patent ). 

It is ostensibly under this second of 
the two alternatives provided for by 
s. 61 that many distributions have 
been made. It is paragraph (b) that 
contains difficulties. The section 
reads as follows:— 

61. The redemption . . . of any fully 
paid preferred shares . . . shall not 
be deemed to be a reduction of the 
paid-up capital of the company .. . 
(a)... and 
(b) if such redemption or pur- 
chase for cancellation of such fully 
paid shares is made without im- 
pairment of the company’s capital 
by payments out of the ascertained 
net profits of the company which 
have been set aside by the directors 
for the purposes of such redemption 
or of such purchase for cancellation, 
and if such net profits are then 
available for such application as 
liquid assets of the company, as 
shown by the last balance sheet of 
the company, certified by the com- 
pany’s auditors, and being made up 
to a date not more than ninety 
days prior to such redemption or 
purchase for cancellation, and after 
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giving effect to such redemption or 
purchase for cancellation. 

The first thing evident is that the 
paragraph requires a certified balance 
sheet showing a certain specified 
state of affairs in the company. But 
what is difficult to determine is what 
the state of affairs must be and what 
sort of balance sheet is required. 

The point at which the paragraph 
becomes difficult to follow occurs 
in and following the reference to the 
availability of net profits — because 
“, . . and if such net profits are 
then . . .” could refer to three differ- 
ent “net profits”:— 

(1) The ascertained net profits in 
existence before the setting 
aside, or 

(2) The ascertained net profits set 
aside, or 

(3) The ascertained net profits that 
are left after the setting aside. 


The writer suggests that it is the 
third “net profits” that is being re- 
terred to. His reasons for so sug- 
gesting are as follows:— 

1. The word “then” after “net pro- 
fits” suggests after something has 
already been done, namely the 
setting aside. 


to 


The balance sheet required is one 
which is after giving effect to the 
redemption (see last clause of 
paragraph (b)). But the balance 
sheet which gives effect to the re- 
demption will certainly not show 
the “net profits” before the set- 
ting aside for the purposes of the 
redemption, since those net pro- 
fits have, “after giving effect to” 
the redemption payment, been re- 
duced by that payment. 

Thus this possibility would seem 
to be ruled out. 


8. For the same reason such balance 


sheet will not show the actual 
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amount set aside since that 
amount has been paid out. Thus 
possibility (2) above also would 
seem to be ruled out. 


Assuming therefore that it is pos- 
sibility (3) that is being referred to, 
then the wording now under discus- 
sion would be improved if the words 
commencing after the fifth line of 
paragraph (b) the section were to 
read as follows: 

. and if the ascertained net profits 
that are left after such setting aside 
would then be available for such a fur- 
ther application and exist to such an 
extent as liquid assets in the company”. 
The italic words are those added. 

The bold face italic words are those 
altered. 

Thus to comply with s. 61(b) (as- 
suming the writer’s interpretation of 
it to be correct), the company must 
have in liquid assets before the re- 
demption at least double the redeem- 
able value of the preferred stock it is 
intended to redeem (plus of course 
an amount equal to previous similar 
redemptions for which supplementary 
letters patent have not been ob- 
tained ). 

Then one is apt to be puzzled (if 
not already hopelessly puzzled) by 
the time requirement with respect to 
the balance sheet. As already men- 
tioned the balance sheet required, in 
the writer's opinion, is one “after 
giving effect to such redemption”. 
Does that mean that in the event of 
a redemption on, say, February 28, 
where a balance sheet had already 
been made up to December 31, a 
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whole new audit is required in order 
to arrive at a balance sheet which 
gives effect to the redemption? 

The writer interprets the second 
last clause as removing any such 
necessity. As long as the balance 
sheet (on which the adjustment is 
made to give effect to the redemp- 
tion) is one made up to a date “not 
more than 90 days prior to” such re- 
demption, it would seem to satisfy 
the time requirement of the para- 
graph. 

The last paragraph of the section 
refers to a surplus “resulting from the 
redemption”. One might wonder how 
a surplus can automatically and in- 
variably result from a redemption. 
However if this provision is read with 
the preceding paragraph, it would 
seem that the surplus referred to 
would be an allocation of the ascer- 
tained “net profits” equal to the 
amount redeemed. 


Thus the surplus does not result 
from the redemption. The surplus 
arises from a book entry which is 
indirectly required by the last para- 
graph of s. 61. The book entry re- 
sults in a paper transfer from accumu- 
lated “net profits” to an account 
which the section requires to be 
designated as “capital surplus”. The 
last paragraph does not say where 
the “surplus resulting from the re- 
demption” shall be designated as 
“capital surplus”, but it is a fair guess 
that it must be at least so designated 
in the certified balance sheet referred 
to in s. 61(b). 


4. HOW NON-COMPLIANCE WITH S. 61 MIGHT BE. REMEDIED 


As was mentioned above, the juris- 
prudence would seem to indicate that 
if supplementary letters patent are 
not obtained by the company and s 


61 is not complied with, then the 
distribution by the redemption of 
preferred stock under s. 105 of the 
Income Tax Act (RS.C. 1952) is 
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wholly void and the proceeds thereof 
are quite possibly taxable in the 
hands of the recipient. 

Is there anything a company, hav- 
ing made such a void distribution, 
can do to comply with s. 61 in order 
to remedy the omission? The answer 
seems to be yes. 

If the liquid position of the com- 
pany is such that there is presently 
in liquid assets form in the company 
an amount equal to all the preferred 
shares redeemed to date (other than 
those shares for which supplementary 
letters patent have been issued or 
with respect to which there had been 
a special issue), then the company 
can comply with the provisions by 
preparing a balance sheet as described 
below. Moreover, if it has not al- 
ready done so, the notice of redemp- 
tion should be filed with the Secre- 
tary of State (s. 62). 


But suppose that there is not at 
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present in the company in liquid 
asset form an amount equal to all the 
preferred shares redeemed to date 
(other than those shares for which 
supplementary letters patent had been 
issued or with respect to which there 
had been a special issue). Then it 
seems that in order to render this 
void transaction valid, the company 
must do one of two things:— 


1. It might take out supplementary 
letters patent with respect to the 
redemption and in general comply 
with s. 49(1), or 


It might bring about the required 
liquid position already mentioned 
by means of an issue of share 
capital or bonds. 


In the second case the certified bal- 
ance sheet (described below and al- 
ready described with respect to time 
requirement) would be prepared. It 
would not be necessary in the first 
case. 


bo 


5. BOOK ENTRIES TO PRODUCE THE TYPE OF BALANCE SHEET 
REQUIRED BY S. 61(b) 


Suppose the balance sheet of a 
company is as shown in example 1 
below, and suppose this company 
wishes to redeem the preferred stock 
of $50,000 as at October 28, 1955. (It 


is assumed that this $50,000 redeem- 
able preferred stock represents tax- 
paid undistributed income created 
pursuant to s. 105 of the Income Tax 
Act (R.S.C. 1952) ). Suppose further 


Example 1 
X COMPANY 
BALANCE SHEET AS AT JULY 31, 1955 


Assets 
Cash rN e yerenk $110,000 
Fixed Assets (Net) 190,000 


Liabilities 
Current Liabilities ...... $ 50,000 
Net Worth 
Capital Stock — Common 100,000 
Redeemable Preferred Stock 50,000 
Surplus 100,000 
$300,000 




















Aw 
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Example 2 
X COMPANY 


BALANCE SHEET AS REQUIRED BY S. 61 


OF THE COMPANIES ACT 


This Balance Sheet has been made up to July 31, 1955, but has been 
adjusted so as to give effect to the redemption of preferred stock as at 
October 28, 1955. 


Assets 
aan ....z ty $ 60,000 
Fixed Assets (Net) 190,000 
$250,000 


Liabilities 

Current Liabilities . $ 50,000 
Net Worth 

Gapital Stock... 2... 5c.0650-x- 100,000 


Capital Surplus set aside in 
accordance with s. 61 of the 


Companies Act ............. 50,000 
Surplus 5 hes ech Bina Sse be eae 50,000 
$250,006 








(A note as follows might be appended to the above balance sheet:— 


“The redemption given effect to was a redemption of — shares of redeemable 
preferred — % participating non-voting preferred stock of a par value of $—— each.” ) 


that the company wishes to avail 
itself of the alternative to supple- 
mentary letters patent, provided for 
by s. 61(b) of the Companies Act. 

In such case a balance sheet is re- 
quired. 

For the reasons explained above 
the writer interprets the section to 
permit, in the circumstances posed, 
that up to and including October 28, 
the balance sheet of July 31, 1955 
(adjusted “to give effect to” the re- 
demption) may be used to ascertain 
whether “such net profits are then 
available” and, thus, whether the re- 
demption can be made. The July 
31 balance sheet meets the require- 
ment that the balance sheet be one 
which is made up to a date not more 
than 90 days prior to the redemption. 


The adjusted balance sheet would 
therefore show the net profits set 
aside and moreover would show at 


least an amount equal to that set 
aside as being available in liquid as- 
sets. 

In order to avoid confusion with 
the surplus arising from the disposal 
of a capital asset, the “capital sur- 
plus” item referred to above should 
be designated more fully as “Capital 
surplus set aside in accordance with 
s. 61 of the Companies Act”. 

The journal entries required in 
order to produce the balance sheet 
required by s. 61 would be as fol- 
lows:— 


(1) Debit: Surplus (i.e. “ascer- 


tained profits”) .... $50,000 
Credit: Capital surplus set 
aside in accordance with s. 
61 of the Companies Act 50,000 


This entry reduces the surplus by 
the amount to be redeemed and re- 
places it by the capital surplus. This 
capital surplus is, in virtue of the last 
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paragraph of s. 61, frozen in the com- 
pany in much the same manner in 
which capital stock is frozen in a 
company. 
(2) Debit: Redeemable prefer- 
red stock 
Credit: Accounts payable to 
preferred shareholders 


This entry replaces the preferred 
stock by a payable to the preferred 
shareholders. 

(3) Debit: Accounts payable to 
preferred shareholders 
Credit: Cash 


This entry records the satisfaction 
in full of the payable to the preferred 
shareholders. The payable to the 
preferred shareholders arose upon the 
conversion of the preferred stock to 
a payable of the company. 


After giving effect to the book en- 
tries above (which in turn give effect 
to the redemption) the balance sheet 
made up to not more than 90 days 
prior to the redemption, i.e. the July 
31 balance sheet produced above 
would appear in the adjusted form as 
shown in example 2. 


It is to be noted that the effect of 
the last paragraph of s. 61 is to re- 
quire that there be frozen in the com- 
pany in the form of undistributable 
liquid assets the same amount as 
was frozen in a capital form before 
the redemption process began. It 
will be observed, upon comparison 
of the two balance sheets produced 


above, that after the redemption an 
amount is frozen as “capital surplus” 
which before the redemption was 
frozen as “redeemable preferred 
stock”. It is in this way that the in- 
terest of the creditors is sought to be 
protected. 

It is to be further noted that the 
second balance sheet shows in liquid 
assets, after the redemption, an 
amount at least equal to the amount 
applied to the redemption. But it 
must also be realized that the second 
balance sheet does not reflect any of 
the changes having occurred in the 
89 days between July 31, 1954, and 
the redemption on October 28, 1955, 
other than the change due to the re- 
demption. In all respects, save the 
change due to the redemption, the 
balance sheet is one as at July 31, 
1954. Therefore one who reads such 
a balance sheet must not assume that 
the same amount of liquid assets 
shown by such a balance sheet is 
available in the company immediate- 
ly after the redemption. 


Subsequent year end balance sheets 
of the company would satisfy the re- 
quirements of the section provided 
they indicate (1) the capital sur- 
plus set aside in an amount equal to 
the cumulative total of the preferred 
stock redeemed without having ob- 
tained supplementary letters patent, 
and (2) at least the same amount 
available as liquid assets of the com- 


pany. 


6. WHAT IS THE BEST METHOD TO USE IN ORDER TO DISTRIBUTE 
“TAX-PAID UNDISTRIBUTED INCOME” 


The case will now be considered of 
a company which has created re- 
deemable preferred stock under the 
tax-paid undistributed provisions of 
the Income Tax Act and wishes to 
redeem the amount so created. What 


would be the best method for it to 
employ in order to distribute that 
stock? The answer will depend up- 
on the facts of each particular case. 
The methods by which the company 
may lawfully and effectively make 
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such distribution will be briefly re- 

viewed: 

1. It may make a new issue of stock 

and use the proceeds thereof to 
redeem the preferred stock thus 
following the procedure outlined 
in s. 61, first paragraph. 
It may comply with the provisions 
of s. 61(a) and (b) by following 
the procedure already outlined 
above. 

. The company may obtain supple- 
mentary letters patent and in gen- 
eral comply with s. 49. 

METHop 1 would not likely appeai 
to the management of most compan- 
ies contemplating redemption. The 
expenses of the new issue caused by 
prospectus requirements, etc. would 
be considerable. This method might 
however be of advantage if the com- 
pany had contracted to redeem the 
shares at a certain date and before 
that date it became obvious that such 
redemption would impair the com- 
pany’s liquid position. 

METHop 2 might be advantageously 
availed of in the case of a company 
which expects to have on hand, after 
the redemption, liquid assets in an 
amount equal to the amount redeem- 
ed and which foresaw no immediate 
need of such assets. 

If the company has no intention of 
obtaining supplementary letters pat- 
ent in the future with respect to the 
redemption, then it should be pre- 
pared to have on hand at the time 
of the preparation of each future an- 
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nual balance sheet the amount of 
liquid assets to which reference has 
just been made. 


Generally speaking, therefore, a 
company should have and expect to 
continue to have a sound liquid cap- 
ital position before thinking of em- 
ploying the s. 61(a) and (b) method 
as an alternative to the obtaining of 
supplementary letters patent. 


Another situation in which this 
method might be useful would be 
where the company expects some de- 
lay in obtaining supplementary let- 
ters patent but wishes to reduce its 
capital legally before obtaining such 
supplementary letters patent. In 
this case it may (as an interim mea- 
sure pending the confirmation by the 
letters patent) follow the provisions 
of s. 61 (second alternative) in the 
manner already described, provided 
of course that its liquid position is 
such that it can do so. 


MeEtHOop 3 It seems that in gen- 
eral the obtaining of the supplemen- 
tary letters patent (confirming the 
by-law required by s. 49) is the most 
satisfactory method of redeeming pre- 
ferred stock. It avoids the freezing 
in the company of an amount equal 
to the amount redeemed. The fees, 
legal and filing, involved in obtain- 
ing supplementary letters patent are 
at least in part offset by the cost of 
drafting and certifying the special 
balance sheet required by the pro- 
visions of s. 61(b). 


7. CONCLUSION 


One wonders why it was ever 
thought necessary in the first place 
to require the creating and redeem- 
ing of stock before paying out what 
in reality is a dividend. Why was it 
not provided that once the 15% was 


paid the money could be paid out 
directly without all the time, trouble 
and expense involved in creation and 


redemption of stock? The writer 
suggests that this requirement in the 
Income Tax Act be repealed. 
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In any event, under the law as it 
now stands, for the reasons given 
above, those companies incorporated 
under the Companies Act, and not 
contemplating winding up, which in- 
tend to redeem preferred _ stock 
should be extremely careful to en- 
sure that either supplementary letters 
patent are obtained or that one of the 
two alternatives provided for by s. 61 
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is carefully complied with. Likewise 
companies incorporated under the 
Companies Act, and not contemplat- 
ing winding up, which have already 
redeemed preferred stock but which 
have neither obtained supplementary 
letters patent nor complied with one 
of the two alternatives provided for 
by s. 61 would be well advised to at- 
tempt to validate such redemption. 


ADDENDA 


I — Section 61 of the Companies 
Act (R.S.C. 1952) reads as fol- 


lows: 


The redemption or purchase for cancel- 
lation of any fully paid preferred shares, 
whether the same are created by by-law 
pursuant to the provisions of section 59, 
or by the letters patent or supplement- 
ary letters patent, in accordance with any 
right of redemption or purchase for cancel- 
lation reserved in favour of the company in 
the provisions attaching to such preferred 
shares or the redemption or purchase for 
cancellation of any fully paid shares of any 
class, not being common or ordinary shares, 
and in respect of which the letters patent or 
supplementary letters patent or by-laws if 
the same are created by by-law, provide for 
such right of redemption or purchase, in 
accordance with the provisions of such 
letters patent or supplementary letters 
patent, or by-laws, shall not be deemed to 
be a reduction of the paid-up capital of 
the company, if such redemption or pur- 
chase for cancellation is made out of the 
proceeds of an issue of shares made for 
the purpose of such redemption or purchase 
for cancellation, or if 

(a) no cumulative dividends, on the 
preferred shares or shares of the class 
in respect of which such right of redemp- 
tion or purchase exists and that are so 
redeemed or purchased for cancellation, 
are in arrears; and 


(b) if such redemption or purchase for 
cancellation of such fully paid shares is 


made without impairment of the com- 
pany’s capital by payments out of the 
ascertained net profits of the company 
that have been set aside by the di- 
rectors for the purposes of such redemp- 
tion or of such purchase for cancella- 
tion, and if such net profits are then 
available for such application as liquid 
assets of the company, as shown by the 
last balance sheet of the company, certi- 
fied by the company’s auditors, and being 
made up to a date not more than ninety 
days prior to such redemption or pur- 
chase for cancellation, and after giving 
effect to such redemption or purchase for 
cancellation; 


and subject as aforesaid any such shares 
may be redeemed or purchased for can- 
cellation by the company on such terms and 
in such manner as is set forth in the pro- 
visions attaching to such shares, and the 
surplus resulting from such redemption or 
purchase for cancellation shall be desig- 
nated as a capital surplus, which shall not 
be reduced or distributed by the company 
except as provided in sections 49 to 58. 


II — Some related sections of the 
Companies Act (R.S.C. 1952) 
are secs. 12(1), 49, 59, 62, 83, 
140. 


III — Some related sections of the 
Income Tax Act (R.S.C. 1952) 
are secs. 8(1), 46(4), 81, 82, 
105. 
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Accou ning Research 


APPLICATION OF 
BULLETIN NO. 10 (Cont'd) 


The recommendation that tax re- 
ductions should be allocated to the 
period in which the corresponding 
depreciation expense is recorded has, 
to date, received some very formid- 
able support. Included among the 
companies who followed this theory 
in preparing their 1954 financial state- 
ments were: Aluminium Limited, 
Aluminium Company of Canada Lim- 
ited, International Nickel Company 
of Canada Limited, Canada Steam- 
ship Lines Limited, Canadian Indus- 
tries (1954) Limited, Du Pont Com- 
pany of Canada Limited, Canadian 
Oil Companies Limited, Eddy Paper 
Company Limited, Maple Leaf Mill- 
ing Company Limited, British Colum- 
bia Power Corporation Limited and 
British American Oil Company Lim- 
ited. It is recognized that a substan- 
tial number of Canadian companies 
have not had to face this problem of 
tax allocation since the depreciation 
charged in the accounts is either ap- 
proximately or exactly the amount of 
capital cost allowances claimed for 
tax purposes. The fact that the basic 
recommendations of Bulletin No. 10 
have been adopted by such leaders of 
Canadian industry as noted above 
should offer some assistance to those 
who are currently in a state of inde- 
cision as to the suitable accounting 
treatment of tax reduction or in- 


creases. 
In all of the reports mentioned 
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above, the current charge for income 
taxes was shown as the amount of 
taxes otherwise payable for the year 
before deducting the tax reduction 
from claiming capital cost allowances 
in excess of recorded depreciation. 
However, in some cases, the current 
tax reduction was apparently con- 
sidered to be a provision for future 
tax liabilities rather than a benefit to 
be brought into income measurement 
in later years. The accumulated tax 
reductions were described as reserves 
for future income taxes. In support 
of this interpretation, the directors of 
one company included the following 
comments in their report on the 1954 
financial statements: 


“The taking of such greater depre- 
ciation allowances to save current 
taxes reduces the amount of de- 
preciation which can be taken for 
tax purposes in future years and 
has the effect accordingly of in- 
creasing the taxable earnings and 
the income tax liabilities for future 
years. Provision for discharging 
such increased future tax liabilities 
has been made in the accounts of 
the Company and is included in 
the total tax provision of $43,363,- 
691, as shown in the fiv-ancial state- 
ments and in the Exelanatory Fi- 
nancial Section of this report.” 

In another case, the directors stated 

that: 


“The current financial advantages 
must, however, be measured 
against the higher income tax pay- 
ments which may become due at 
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some future time if maximum cap- 
ital cost allowances for tax pur- 
poses are lower than depreciation 
provided in the accounts on the 
basis of economic straight line 
rates.” 


“The resultant tax saving of $940,- 
000 has been excluded from in- 
come and is shown as a ‘Reserve 
for Future Income Taxes’ on the 
balance sheet at 3lst December 
1954.” 


In contrast, the directors of two 
of the companies which followed the 
disclosure and interpretation sug- 
gested in Bulletin No. 10 stated re- 
spectively: 


“As a result of claiming this addi- 
tional allowance, the Company’s 
liability for income taxes in respect 
of 1954 earnings has been reduced 
by $950,000 and additional funds 
in this amount have been made 
available for its operations. In 
effect, however, this reduction in 
1954’s income tax liability is mere- 
ly a deferment of income tax liabil- 
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ity and therefore has been set 
aside on the balance sheet under 
the heading ‘accumulated tax re- 
ductions applicable to future 


>>? 


years. 


“The aggregate of $5,438,000 in this 
account will be available for re- 
duction of operating expenses in 
such future years as capital cost 
allowances that may be claimed for 
tax purposes fall below the normal 
depreciation chargeable.” 


Deferred Credit Treatment under 
Other Circumstances 


In Bulletin No. 10, the Committee 
on Accounting and Auditing Research 
of the C.I.C.A. stated that the de- 
ferred credit treatment may be suit- 
able in certain other circumstances. 
In the following example, manage- 
ment has adopted the deferred credit 
method of treating current tax re- 
ductions resulting from the claiming 
for tax purposes certain prepaid 
preparatory mining expenses which 
have been deferred in the company’s 
accounts. 


Example 1 


In Balance Sheet 
Other Assets: 


Prepaid preparatory mining expense 


Liabilities: 


Deferred Income Taxes Payable — estimated 


(see note) 


In Statement of Profit and Loss 


Estimated Taxes on Income: 
Current year . 


Future years — deferred (see note) ... 


$3,295,380 


420,000 


$5,380,000 
420,000 


$5,800,000 





Note: Deferred taxes on income represent the tax saving related to certain prepaid 
preparatory mining expense deferred in the consolidated financial statements but 
allowable as a deduction from income for tax purposes. 
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Unusual Treatment of Tax Reduction 


In the following example, a deduc- 
tion has been made in arriving at the 
reported “Net profit for the year” for 
the amount of income taxes which 
would otherwise have been payable 
for the year if the capital cost allow- 
ance for tax purposes has been the 
same as the depreciation recorded in 
the accounts. However, in this in- 
stance, the current tax reduction re- 
sulting from the excess capital cost 
allowance is added back to surplus 
and offset against the provision in- 
cluded in the statement of profit and 
loss to arrive at the tax liability for 
the year. In other words, although 
the currently reported net profit has 
been reduced by the amount of the 
current tax saving, such reduction is 
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restored to earned surplus, thereby 
contradicting part of the charge 
against income. As the excess cap- 
ital cost allowance has been recorded 
in the accounts by a charge against 
earned surplus, the net effect in 
the surplus account is the same as 
though the depreciation charged had 
been equal to the capital cost allow- 
ances claimed. It is difficult to see 
the purpose of this procedure, where 
a charge is made against surplus for 
capital cost allowances exceeding 
what is evidently considered appro- 
priate depreciation. Before the repeal 
of Reg. 1100(4) this method had pur- 
pose; but that is no longer the case, 
unless consistency is desirable even 
where the need no longer exists. 


Example 2 


In Balance Sheet 
Current Liabilities: 
Taxes payable and accrued (Note 7) 


Reserves: 


Capital cost allowance (Note 7) ..... 


In Statement of Profit and Loss 
Estimated income taxes 


In Statement of Earned Surplus 


Capital cost allowances in excess of normal 
provision for depreciation ....... 
Less: Resultant reduction in income taxes .............. 


Note to Financial Statements 
Note 7 — Capital Cost Allowances: 


A acawen $ 1,106,204 
i Ais la Shares Reena 13,726,430 
it Daateal a Aion aed goats 4 2,600,000 
ice BE Se iy Gun ateehy $4,445,000 

2,200,000 2,245,000 


The provision of $5,259,735.78 charged to operations for the year represents 
approximate normal depreciation. The amount of $4,445,000 charged to earned 
surplus represents additional capital cost allowances under the income tax regulations. 
As a result, 1954 income taxes payable have been reduced substantially, the resultant 
reduction being subject to acceptance by the taxation authorities. 


financial statements for 1954 em- 
bodied the basic recommendations of 
Bulletin No. 10 adjusted the accounts 
to reflect similar tax reductions real- 


Adjustments re Prior Years’ 

Excessive Capital Cost Allowances 
As stated last month, the manage- 

ment of 7 of the 21 companies whose 
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ized in prior years through claiming 
capital cost allowances in excess of 
what was considered normal deprecia- 
tion. In this respect, the presenta- 
tion and disclosure provided by Alu- 
minium Limited in their annual re- 
port for 1954 (set out below) is a 
chef-d’oeuvre. However, the designa- 
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for future income taxes” both in the 
balance sheet and in the statement of 
income is a deviation from the re- 
commendations of Bulletins Nos. 9 
and 10. Obviously the management 
does not subscribe to the theory that 
such tax reductions represent a de- 
ferred credit to expense. 





tion of the tax savings as a “Reserve 


Example 3 


EXCERPTS FROM 1954 ANNUAL REPORT OF ALUMINIUM LIMITED 


In Directors’ Report 


In 1954 the Canadian Income Tax Regulations were amended to remove 
the former requirement whereby capital cost allowances (depreciation ) 
deductible for tax purposes were restricted to amounts recorded in the 
corporate accounts. In view of this amendment, and with the approval 
of the Company’s auditors, the consolidated subsidiary companies reverted 
to the policy followed prior to 1950 of providing in their accounts only 
for “straight-line” depreciation whereunder assets are written off by equal 
annual amounts over their estimated useful life. Accordingly, as of Ist 
January 1954 they reduced the amount of accumulated depreciation carried 
on their books to the figure at which it would have stood if the straight-line 
method of calculating depreciation had been in effect throughout the years 
1950 to 1953. Reserves for future income taxes have been set aside and will 
continue to be set aside whenever depreciation taken for tax purposes is in 
excess of depreciation recorded in the accounts. The reduction in accumu- 
lated depreciation as of Ist January 1954 amounted to $75,917,931, causing 
an increase of $42,119,573 in earned surplus after reserving $33,798,358 for 
future income taxes. 


In Balance Sheet 
Reserve for future income taxes (note 5) 


$49,298,378 


In Statement of Income 


Provision for current income taxes $20,658,857 
(including $16,079,249 Canadian taxes; . . .) 
Reserve for future income taxes (note 5) $15,500,020 
In Statement of Earned Surplus 
Add: Adjustment as of Ist January 1954 resulting 
from change in depreciation policy (note 5) ........ $42,119,573 
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Note to Financial Statements 
5. CHANGE IN DEPRECIATION POLICY: 
CANADIAN INCOME TAX REGULATIONS 


Until amended in 1954, Canadian Income Tax Regulations specified that 
the amount of depreciation deducted for tax purposes could not exceed the 
amount recorded in the books of account and reflected in the financial state- 
ments of the corporate taxpayer. Whereas prior to 1949 the method for 
determining maximum permissible deductions was the straight-line method 
whereunder assets are written off by equal annual amounts over their estimated 
useful life, an amendment in that year substituted the diminishing balance 
method at rates whereby the amount of permissible deductions would, during 
the early years of an asset’s life, exceed those under the previous straight-line 
method. A further amendment in 1951 provided for additional capital cost 
allowances on property in respect of which certificates have been obtained 
from the Minister of Defence Production. These additional allowances (for 
which Aluminium Company of Canada, Ltd. qualified to the extent of some 
$123,000,000 deductible in the years 1951 to 1957), as well as the diminishing 
balance allowances apply to facilities prior to completion as well as to facili- 
ties in use. 


ACCOUNTING POLIcy 


Pursuant to the above-mentioned regulations, Canadian subsidiaries com- 
mencing with 1950 have taken the maximum capital cost allowances under 
the diminishing balance method together with certain additional allowances 
under the above certificates. Non-Canadian subsidiaries have for the most 
part provided for depreciation in their accounts under the straight-line method 
but certain additional allowances were also taken by some of these sub- 
sidiaries as permitted by the tax regulations in the countries in which they 
operate. Consolidated profits previously reported for 1950 and subsequent 
periods accordingly reflected aggregate capital cost allowances which sub- 
stantially exceeded straight-line depreciation on facilities in operation. 


In view of the 1954 amendment to Canadian regulations repealing the for- 
mer requirement whereby capital cost allowances deductible for tax purposes 
were restricted to amounts recorded in the accounts, all subsidiaries reverted 
in 1954 to the depreciation policy in effect prior to 1950 of recording in the 
accounts only straight-line depreciation on facilities in operation and reduced, 
as of Ist January 1954, the amount of accumulated depreciation carried as of 
that date on their books to the figure at which it would have stood if the 
straight-line method of calculating depreciation had been in effect through- 
out the years 1950 to 1953. Inasmuch as depreciation allowable for tax pur- 
poses in later years on existing assets will consequently fall correspondingly 
short of the amount which will be recorded in the accounts for such years, 
reserves have been set aside for application against taxes payable in those 
later years. These reserves are equivalent in amount to the reduction in each 
year’s taxes resulting from taking capital cost allowances in excess of straight- 
line depreciation on facilities in operation. The Ist January 1954 reduction 
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in accumulated depreciation amounted to $75,917,931, resulting in an increase 
of $42,119,573 in earned surplus after reserving $33,798,358 for future income 
taxes. 

The table below shows the effect straight-line depreciation would have had 
on the profits previously reported for the years 1950 to 1953. 


2ea? 
1950 1951 1952 1953 Total 
(in thousands of dollars) 
Aggregate capital cost 








allowances as recorded ...... $14,277 $27,581 $37,578 $50,681 $130,117 
Straight-line depreciation ....... 11,018 12,198 13,320 17,663 54,199 
Excess Bees eeu Ghs .... 8,259 15,383 24,258 33,018 75,918 
Reserve for future income taxes .. . 1,126 6,996 11,361 14,315 33,798 
Increase in profits ........ .... $2,183 $ 8,387 $12,897 $18,703 $ 42,120 

















For purpose of comparison with the 1954 statements, the cumulative effect 
that straight-line depreciation for the period 1950-1953 would have had for 
those years has been reflected in the accompanying 1953 balance sheet figures 
and the effect that straight-line depreciation would have had on 1953 profits 
has been reflected in the accompanying income statement figures for that 
year. 

Capital cost allowances taken in calculating the 1954 provision for current 
income taxes exceeded straight-line depreciation on facilities in operation 
by $35,782,942 and accordingly $15,500,020 has been reserved for future in- 
come taxes. 


GAUDEAMUS IGITUR 


The well known Canadian author Hugh MacLennan exerted the time- 
honoured prerogative of alumni the world over when he addressed this year’s 
graduating class of Dalhousie University: he gave advice. Urging his audi- 
ence to keep learning even after cap and gown had been stored away, the 
winner of the Governor-General’s Gold Medal for Dalhousie ’29 said: “I’m 
not going to pretend that the pleasure of learning is stronger than the pleas- 
ure of whiskey or making love, but there is one advantage it has over every 
other pleasure in the world — it never lets you down so long as you keep 
it up.” 


=aues 


Pe ee a 





— 15 . FF A 


Rn nH fF &* Oo; 


— —~ Mm 65 bet 


~*\ OO. oF TO rR 


act 


ee 


oO 


oO 
A 
S 
n 
h 
P 
W 








=aasemen 


gO a 


BY GEOFFREY H. WARD, C.A. 


Practitioners Forum 


THE MANAGEMENT OF 
AN ACCOUNTING PRACTICE 


We often advise and assist man- 
agement with their problems. Be- 
cause of the frequent pressure of 
work we do not always give the same 
attention to the management prob- 
lems of our own offices. Since one of 
the best ways to measure our own 
management efficiency is to compare 
our procedures with those of others, 
some are presented here for your con- 
sideration. 

Panel member C. K. MacGillivray, 
F.C.A., senior partner of Chagnon 
and MacGillivray, Hamilton, Ontario, 
has contributed the following com- 
ments: 


In the United States 


“As a small accounting firm ex- 
pands to medium size and larger, 
growing pains set in which are very 
troublesome and which each firm en- 
deavours to overcome in its own way. 
One of the best means of meeting 
these troubles is by discussing them 
with other practitioners. One man 
who has been very helpful to the 
profession in the United States is Mr. 
Harry F. Hinderer, C.P.A., a partner 
of Hinderer-Baylor Associates, John- 
ston City, Tennessee. In an article 
on “Management Practices Especially 
Adapted to the Growing Medium- 
Sized Accounting Firm” (The Jour- 
nal of Accountancy, February, 1953), 
he explains his firm’s policies and ap- 
proach to many of the problems 
which have beset it, all of which 
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should be of interest to partners of 
other expanding firms. 


Partnership Agreement 


“Wherever a _ partnership exists, 
there should be a partnership agree- 
ment which is simple, but workable 
and fair. The one used by the Hind- 
erer-Baylor Associates provides the 
partners with credits dependent on 
the income which each partner pro- 
duces for his firm as shown by their 
time record and billing system. This 
particular method of dividing the net 
earnings of a practice amongst the 
partners is not practical in many 
firms. 


“The financial year end of October 
31, which they have chosen, is con- 
sidered most satisfactory because it is 
their natural business year end and 
permits them to close their books and 
take off financial statements prior to 
the end of the calendar year. A 
number of other firms find the end of 
July, August or September more sat- 
isfactory for that purpose, as less time 
has been spent by them on the work 
of clients in process in the current 
calendar year. 


Staff Arrangements 

“Regarding audit staff, Mr. Hind- 
erer states that they have no set num- 
ber of hours which must be worked. 
For the men, a five-day week has not 
been found to be practical. In off 
seasons, the time of each member of 
the staff is expected to average from 
42 to 44 hours per week, but in the 
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busy tax period it rises to 48 or 50 
hours per week. Junior members of 
the staff are remunerated on a 
straight salary basis, but the pay of 
senior men is based to some extent 
on the amount of fees which their 
work has produced. The hours of 
work, initiative and ability of each 
member of the staff affects his rate 
of pay. The coffee-time break which 
was permitted has created unsatisfac- 
tory results which so far they have 
been unable to overcome. If vaca- 
tions occur during the first year ot 
work, one day is allowed for each 
month worked up to that time. Other- 
wise, two weeks vacation with pay 
is allowed each year. The girls in 
the stenography department alternate 
on Saturday mornings so that one is 
always available for whatever secre- 
tarial work and typing is needed on 
that morning. 


Services Offered 

“The field of service which an ac- 
counting firm may cover nowadays is 
very broad, extending to bookkeeping 
service, cost systems, arbitrations, 
court work, business management 
service, estate accounting, estate 
management, municipal work and 
many other matters, as well as the 
regular fields of accounting, auditing 
and income tax service. The policy 
of many firms with a number of 
senior men on their staffs has been 
to make each one a specialist in one 
or two lines as well as having him 
handle general work. Most firms do 
not attempt to render services for 
which they do not feel qualified, and 
Mr. Hinderer agrees with this atti- 
tude. However, he feels strongly 
that in rural areas where there are 
few firms of public accountants avail- 
able, those practising there should at- 
tempt to render a broad and diversi- 
fied service, even though they may 


not have the specialization of the city 
firms. The public in those areas is 
entitled to the services of competent 
accountants rather than be forced to 
rely upon inadequately trained or un- 
skilled men. Says Mr Hinderer, “The 
accounting practitioner should be, 
first of all, a competent accountant, 
but of almost equal importance he 
should develop himself to the level 
of a sound adviser in all related busi- 
ness matters. The field of business 
service is probably the most promis- 
ing field for expansion, but requires 
knowledge, experience and _ judg- 
ment.’ 


Filing 

“Filing is always a problem in an 
accountancy office. A system is de- 
scribed in the aforementioned article 
whereby three files are kept for each 
client, i.e. a working paper file, a per- 
manent file and a tax file. Uniformity 
of audit files has been attempted as 
to indexing and arranging, but no at- 
tempt has been made to use pre- 
printed forms for audit working pa- 
pers, other than as a guide. The pos- 
sibility of microfilming working paper 
files after stripping them of non-es- 
sentials is being investigated, and 
they hope it will lead to a more ef- 
ficient and economical method of 
permitting references to old records. 
The permanent file is always retained 
and each vear those papers which are 
of lasting importance are moved into 
it. 


“An effective system provides con- 
trol of tax returns by use of a tickler 
file, made from standard cards 4” by 
6” in size. A separate card is pre- 
pared for each class of return for 
each client, and on it appears the 
particulars of the return, the due 
date, and the time and method of 
delivery to the client. The same card 
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is used wear after year and reveals 
the tax return story at a_ glance. 
Whenever the records for a return in- 
dicate that it has been filed and com- 
pleted for that year, the card is trans- 
ferred to a chronological index so that 
it will come to the attention of the 
office secretary at least one month 
before the next filing date. From this 
chronological file, she prepares a list 
for each partner showing the returns 
coming up for filing in the next 
month, and she is enabled to keep 
each partner advised of the unfiled 
returns for which he is still respon- 
sible as the due date approaches. 
This svstem would appear to be very 
helpful in Canadian accountants’ of- 
fices if particulars of all assessments 
were noted on the cards also. It 
would provide a quick reference for 
the tax loss carry forward position, 
which otherwise might require fre- 
quent recalculation. 


Time Records 


“In dealing with time reports, one- 
quarter of an hour is treated as the 
minimum chargeable time. Such re- 
ports are prepared bi-weekly to co- 
incide with pay periods; they also 
carry particulars of staff expenses. 
No attempt is made to charge out the 
exact time of office employees to jobs 
as it was found impractical. Instead, 
an arbitrary amount is charged for 
the stenographic and other office ser- 
vices based on a partner’s estimate of 
such time taken, and the resulting 
revenue from that element of the fee 
is credited to an account called “Re- 
port Charges” on the firm’s books. 
Transportation expenses within 35 
miles of the office are not charged 
to the client as it is felt that this dis- 
tance is comparable with the radius 
for audit visits which would exist in 
the larger cities. 
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“The responsibility for supervision 
of all clients’ work is divided among 
the partners. No work may leave the 
office without the approval of one 
partner. Each partner must assume 
responsibility for billing the clients 
under his supervision. 


New Clients 


“Regarding the procurement of 
new business, Mr. Hinderer makes 
the following comment: “We have 
made little effort to enlarge our prac- 
tice by the golf course, country club 
or cocktail party route. We have 
stressed good employee-client rela- 
tions, participation in civic affairs 
and, above all, the willingness to put 
service above financial remuneration. 
The moderate success we have ach- 
ieved has come from these factors 
and the willingness of a satisfied 
clientele to pass the good word to 
others.’ 

“Many accounting firms are reti- 
cent about explaining their own in- 
ternal affairs to others, in particular 
the method of solving a common 
problem which they may have work- 
ed out at the expense of considerable 
effort. Perhaps the feeling exists that 
the disclosure of their procedures and 
policies and the sharing of their hard 
won efficiencies with competitive 
firms will relinquish an advantage al- 
ready gained. However, usually in 
frank exchanges of methods and pro- 
cedures, one accounting firm will re- 
ceive about as much valuable infor- 
mation as it will give, and this will 
result in a mutual advantage to both 
which enhances the efficiency and 
prestige of the profession at large. 
Among accountants this idea is 
spreading. It is to be hoped that 
more will follow the lead of Mr. Hin- 
derer and others so that the value of 
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the professional accountants’ service 
to the public will grow continuously.” 


In Western Canada 

Another panel member, D. A. Ross, 
C.A. of Macintosh, Ross and Com- 
pany, Calgary, Alberta, outlines some 
of his own firm’s procedures. 


“1. Fitinc System: 

a. Each years work for each 
client is allotted a number; all 
closed files are arranged nu- 
merically. 

b. The same number is attached 


to time and billing files for 
cross reference. 


c. Open files are maintained al- 
phabetically until each year’s 
work is completed. 


d. Separate tax files are not kept. 
However we are considering a 
change in this procedure to 
obviate the need of using many 
files in a given tax problem. 


“2. RECORDS OF TIME AND Costs: 
(Client time sheets are headed up 
as shown below. ) 


HEADING OF CLIENT TIME SHEETS 


Enter time daily. 
on back. 


Day Nature of Work 


Hour 


If out of town, note mailing address(es) for succeeding week 
Mail each Saturday and month end. 


Day Hour Nature of Work 


wed 





(At the bottom appears the month, client’s name and staff member’s name.) 


“An attempt is made to cost each 
client and to keep the details on file 
for each client. Standard hours are 
required for each staff member. A 
costing of all jobs is maintained to 
determine the relative efficiency of 
individual staff members and group 
supervisors. 

“The monthly time sheet for each 
staff member has columns for the 


client’s name, each day of the month’ 


and total hours. Each client’s time 
appears on a separate horizontal line 
with the total hours for each client 
in the right hand column. Each day’s 
time appears in a vertical line with 
the total hours for each day on the 
bottom line. 


“3. INTERNAL ORGANIZATION: 


“Accounts are allocated into groups 
headed by senior staff. Each of these 


groups is fairly self-contained and is 
responsible for its own efficiency. The 
cost records are used to determine the 
overall profitability of each group’s 
operations. 


“In addition, each of the senior 
staff is allocated certain staff respon- 
sibilities; that is to say, one will be 
principally in charge of estate work, 
another in charge of tax work and 
so forth. Hence an attempt is made 
to combine a specialty knowledge 
with a line operation.” 


Insurance 


I hope to be able to devote a col- 
umn to insurance coverage for ac- 
countants and with that in mind 
would appreciate receiving some 
comments from readers on their own 
insurance program. 
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Students Department 


REPLACEMENT OF 
LONG TERM ASSETS 


One of the problems which our ac- 
counting textbooks have relatively 
little to say about is the use of ac- 
counting data to assist in decisions 
about when to replace long term as- 
sets. Now that accounting is being 
adapted more and more to the pur- 
poses of management, we think the 
problem deserves greater considera- 
tion. 


A first point to note is that, in decid- 
ing whether to replace a particular 
asset, it is not relevant to ask whether 
there would be a “gain” or a “loss” on 
its disposal, calculated in the conven- 
tional way (i.e., by comparing orig- 
inal cost less recorded depreciation 
to date with the amount, if any, rea- 
lized on disposal). At the time a de- 
cision has to be made, the unexpired 
cost of an existing long term asset is 
a “sunk cost”, an irrevocable fact, and 
not a factor to be taken into account 
in so far as its replacement is con- 
cerned. The only significant fact 
about the existing asset is its market 
value in its present condition or, al- 
ternatively, its trade-in value. The 
decision must be based upon a com- 
parison of the future outlays required 
(i) assuming the existing asset is re- 


BY J. E. SMYTH, C.A. 


Associate Professor, 
Queen's University 


tained and (ii) assuming new equip- 
ment is purchased as a replacement. 

A second point to consider is that 
an asset should not necessarily be re- 
placed even when that course of ac- 
tion will result in reduced future out- 
lays. Management should compare 
the saving with what could be earned 
by investing elsewhere the money 
which would be required to purchase 
the new equipment. 

A further consideration arises when 
the remaining life of the existing as- 
set is much less than the probable 
useful life of the replacement. Un- 
der these circumstances, if the re- 
placement is made the business will 
be committed to a particular type of 
equipment for a longer period than 
if the present equipment is retained, 
and the possibility that further im- 
portant changes in design or effici- 
ency of operation may be made with- 
in the next few years should not be 
overlooked. It would appear that 
the only means of taking into account 
the possibility of further improve- 
ment in design is to make a conserva- 
tive estimate of the useful life of the 
proposed new machine. 

In next month’s Students Depart- 
ment we plan to present a problem 
and our suggested solution to illus- 
trate these points. 


PUZZLE 


A man bought a tract of land for 
$2,430. He divided the land into 
small lots and sold them for $180 
each. After selling all the lots, he 
found that the total profit was equal 
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to the original cost of six lots. How 
many lots were there in the tract? 


(Submitted by Mr. E. A. Price, 
C.P.A., Windsor, Ontario. ) 
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SOLUTION TO LAST MONTH’S PUZZLE 





Arrange freight cars A and B as shown: | 





The steps in detail are as follows: 

1. Locomotive (L) backs from position (3) to position (2), picks up 
A, moves forward from position (2) to position (3) and back to 
position (5). 

2. L leaves A at position (5), moves towards position (3) and then 
backs through position (2), through the tunnel, to position (4) where 
it picks up B and pushes it through position (3) to position (5) 
where A and B are coupled. (See (1) in diagram above). 

3. L pulls A and B from position (5) towards position (3) and then 
backs to position (2) where A is uncoupled. 

4. L pulls B towards position (3) and back to position (5). B is un- 
coupled from L at position (5). 

5. L moves towards position (3), backs to position (2), picks up A, 
moves forward to position (3), and backs to position (5). (See (II) 
in diagram above). 

6. L moves ahead with A (only) through position (3) to position (4) 

where A is uncoupled. L then moves on alone through the tunnel, 

and through position (2) to position (3). 

L backs from position (é 5 


i) Se 4 
(II) BA L ) 
q 


oe 


3) to position (5), picks up B, moves ahead 
to position (3), backs to position (2) where B is uncoupled and 
ahead (alone) to position (3). 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants 
and reflect the personal views of the various contributors. They are designed 
not as models for submission to the examiner, but rather to provide such 
discussion and explanation of the problems as will make their study benefi- 
cial.. The editor will welcome discussion of the solutions published. 
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STUDENTS DEPARTMENT 55 


PROBLEM Il 
Intermediate Examination, October 1954 
Accounting I, Question 5 (15 marks) 


On 31 December 1953, the merchandise inventory in the men’s hosiery 
department totalled $96,000 at retail price and $57,600 at cost. 

During the six months ended 30 June 1954, purchases and sales of the 
department were recorded as follows: 


Purchases — $ 255,000 at retail 
137,700 at cost 


Sales — $ 244,396 


Early in March, the selling price of certain merchandise was reduced in 
connection with the department store’s annual sale. 500 dozen pairs of socks 
were designated to be reduced from $1.75 per pair to $1.35 per pair for pur- 
poses of the sale. However, at the conclusion of the sale, on taking stock of 
the annual sale merchandise, it was discovered that 45 dozen pairs of these 
socks remained unsold. The selling price thereof was restored to $1.75 per 
pair. 


In addition, in order to reduce their stock, to dispose of odd lots and to 
meet competitive prices, reductions were made in the retail price of specific 
types of socks. In this connection reductions of $10,500 were made in the 
retail price during the six months ended 30th June 1954. 


During the six month period, a special line of socks proved to be un- 
usually popular. As a result, the original selling price of 600 dozen pairs 
of these socks was increased from $2.40 to $3.00 per pair. However, it was 
found that a certain colour of this special line was not selling very well at 
the new price. It was decided therefore to cancel the mark-up on 50 dozen 
pairs of the slow moving colour and to restore the price to $2.40. 


In preparing an interim financial statement at 30 June 1954, a physical 
inventory was taken of all the stock in the department store. This inven- 
tory of the merchandise of the men’s hosiery department totalled $96,300 
at retail. The department head discovered that included in the inventory 
was the unsold portion of a lot of socks which had been received on 27 
June 1954, but which had not been recorded in the stock record because the 
invoice had not been received as at 30 June 1954. This lot of 60 dozen 
pairs of socks was purchased at a cost of $1.00 per pair and marked to sell 
at $1.75 per pair. The records were adjusted to agree with the physical in- 
ventories. 


Required: 
A schedule or schedules setting out the details of the computation of: 


(i) the inventory shortage at retail, and 
(ii) the value of the inventory as at 30 June 1954 at cost. 


A SOLUTION 


MeEn’s Hosrery DEPARTMENT 
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Calculation of Inventory Shortage at Retail — 30 June 1954 





At cost 
Inventory 31 Dec 1953 ‘ $ 57,600 
Purchases — recorded aa. 137,700 
— not recorded m. . 720 
Mark-ups 600 x 12(3.00 — 2.40) 
Mark-up cancellations 50 x 12(3.00 — 2.40) 
Accumulated values $196,020 


Markdowns: 500 x 12(1.75 — 1.35) 

Permanent 
Mark-down cancellations: 45 x 12(1.75 — 1.35) 
Sales 


Inventory at retail per records, above 
Inventory per physical count 


Inventory shortage 


(ii) Men’s Hostery DEPARTMENT 
Estimated Cost of Inventory, 30 June 1954 


Inventory at retail 
(356,220 — 196,020 ) 





Average mark-up on selling price: ——— 356.220.  «~ 00 
160,200 | 
Inventory at estimated cost: 96,300 — | 356,920 f x 96,300 = 


Examiner's Comments 


SS — 
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The question was, on the whole, well answered. One of the most common 
errors was to use single pairs instead of dozen pairs in the calculations. Some 
candidates interpreted the statement that the records were adjusted to agree 
with the physical inventory to mean that no further adjustment was required. 


PROBLEM 2 
Final Examination, October 1954 
Accounting I, Question 5 (12 marks) 








N has been operating his business as a sole proprietor for a number of 
years and is contemplating retirement. On Ist January 1953. he receives the 
following offer from C and D: 
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(ii) $100,000 in cash for the business, 
OR 

(ii) $50,000 in cash if he will take them into partnership on the under- 
standing that he can retire from active participation, remaining as a 
a consulting partner. N is to receive one-third of the annual profits 
for 10 years and will then cease to have any interest in the 
partnership profits and assets. It is estimated that annual profits will 
average $24,000. 

N is married with no dependent children. His other annual income is as 

follows: 


(i) Interest on Government of Canada bonds $1,625 
(ii) Dividends from Canadian manufacturing companies $3,600 


N proposes to*invest the cash payment he receives from the sale of his 
business half in preferred and half in common shares of Canadian manu- 
facturing companies which will return annual dividends at the rate of 52% 
and 6% respectively. 

Required: 

(6 marks) (a) Which alternative should N accept? Why? 

(6 marks) (b) Statement showing your computation of N’s net income after 
tax for the first full year after he accepts the alternative you 
suggest in (a). 


Editor's note: A table of federal tax rates for 1953 was provided with 
the examination. An excerpt from this table is reproduced below so that 
students may, if they wish, attempt this problem under examination condi- 
tions. 


Section 32 (Rates for 1953 — adjusted to include Old Age Security Tax) 

The tax payable by an individual under this Part upon his taxable income or tax- 
able income earned in Canada, as the case may be (in this section referred to as the 
“amount taxable”) for a taxation year is: 


(a) 18% of the amount taxable if the amount taxable does not exceed $1,000, 

(b) $180 plus 20% of the amount by which the amount taxable exceeds $1,000 if the 
amount taxable exceeds $1,000 and does not exceed $2,000, 

(c) $380 plus 22.5% of the amount by which the amount taxable exceeds $2,000 if the 
amount taxable exceeds $2,000 and does not exceed $3,000, 
$605 plus 20.5% of the amount by which the amount taxable exceeds $3,000 if 
the amount taxable exceeds $3,000 and does not exceed $4,000, 

(d) $810 plus $23.5% of the amount by which the amount taxable exceeds $4,000 
if the amount taxable exceeds $4,000 and does not exceed $6,000, 

(e) $1,280 plus 28% of the amount by which the amount taxable exceeds $6,000 if 
the amount taxable exceeds $6,000 and does not exceed $8,000, 

(f) $1,840 plus 32.5% of the amount by which the amount taxable exceeds $8,000 if 
the amount taxable exceeds $8,000 and does not exceed $10,000, 

(g) $2,490 plus 37.5% of the amount by which the amount taxable exceeds $10,000 
if the amount taxable exceeds $10,000 and does not exceed $12,000, 

(h) $3,240 plus 42.5% of the amount by which the amount taxable exceeds $12,000 
if the amount taxable exceeds $12,000 and does not exceed $15,000, 

(i) $4,515 plus 47.5% of the amount by which the amount taxable exceeds $15,000 
if the amount taxable exceeds $15,000 and does not exceed $25,000. 
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A SOLUTION 


(a) Acceptance of the $100,000 in cash under plan (i) has the following 


points in its favour: 


1. The $100,000 is definite whereas there is no certainty that profits will con- 
tinue under the new partners sufficient to pay the balance of the price 


offered under plan (ii). 


2. The payments of the annual profit to N under plan (ii) will be taxable 
in full. 

3. The investment income under plan (i) will be subject to a 20% dividend 
credit. 

4. Assuming constant profits, plan (ii) gives N an additional net income of 
$2,689.38 for ten years in place of the extra $50,000 immediate cash pay- 
ment; and at the end of ten years N’s net income would drop to $7,859. 

(b) 


N 


Calculation of Net Income after Tax for First Year 


Alternative (i) 

Net income: 
Interest on Government of Canada bonds 
Dividends from Canadian manufacturing 


companies 
Existing shares $3,600.00 
New preferred shares: 54% of $50,000 . 2,750.00 


New common shares: 6% of $50,000 3,000.00 


Taxes on income (see note below) 
Net income 
Note: The tax payable is calculated as follows: 
Income 
Less exemption for married status 
Taxable income 
Tax on first $8,000 


Tax on next $975 at 32.5% 


Surtax on investment income 


4% on ($10,975 — $2,400) 


Less dividend credit 20% of $9,350 


Income tax payable 


$ 1,625.00 


9,350.00 


10,975.00 
629.88 





$10,975.00 
2,000.00 


$ 8,975.00 





$10,345.12 





$ 1,840.00 
316.88 


2,156.88 
343.00 


2,499.88 
1,870.00 


$ 629.88 
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Alternative (ii) 
Net income: 





Share of profits from partnership ...... S43 $ 8,000.00 
Interest on Government of Canada bonds ..... es 1,625.00 
Dividends from Canadian manufacturing 
companies: 
PRIMED SHOEOS eo dia bie hb4io 9) 4 dis" etwas ea ian $3,600.00 
New preferred shares 
WG, GE BE IIOUO oe i o.5 0h 5-056 8 04 vase ea bs 50m 1,375.00 
New common shares 
6% of $25,000 ....... vsasaen se L5CIOO 
6,475.00 
16,100.00 
Taxes on income (see note below) ; 3,065.50 


Net income .. 


Note: The tax payable is calculated as follows: 


Income ... Saad Mec luce EB erse had 5 $16,100.00 
Less exemption for married status . each 2,000.00 
Taxable income ae $14,100.00 





Tax on first $12,000 ..... 
Tax on next $2,100 at 42.54 . 
Surtax on investment income 
4% of ($8,100 — $2,400) 
Less dividend credit 20% of $6,475 


Income tax payable 


PROBLEM 3 


Final Examination, October 1954 


Accounting I, Question 6 (20 marks) 
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$13,034.50 





$ 3,240.00 
892.50 


228.00 


4,360.50 
1,295.00 


$ 3,065.50 


X Co. Ltd. manufactures product Y which goes through two processes, 
mixing and finishing. Two materials go into the manufacture of this product, 
R, the basic material, issued to the mixing department, and S, the material 


used in the finishing department. 
Raw materials on hand as at Ist June 1954 were as follows: 


R—300,000 Ibs. @ $ .10 ie $30,000 
S— 10,000 Ibs. @ $ .16 1,600 
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According to the company’s records, work-in-process inventories as at 
Ist June 1954 were as follows: 


Percentage 

Completed Cost 
Mixing — material 50,000 units 100% $25,100 
— labour 40% 7,910 
— factory service 40% 3,440 
Finishing — material 80,000 units 100% 29,735 
— labour 50% 6,180 
— factory service 50% 3,410 


The following purchases of materials were made during the month of 


June 1954: 





Date Quantity Type Price per pound 
5th June 1954 400,000 Ibs. R $ .1125 
10th June 1954 20,000 Ibs. S 175 
20th June 1954 400,000 Ibs. R 13 
20th June 1954 30,000 Ibs. S .187 
Stores issues during the month of June were as follows: 
Date Quantity Type 
3rd June 1954 300,000 Ibs. R 
4th June 1954 5,000 Ibs. S 
12th June 1954 300,000 Ibs. R 
15th June 1954 10,000 Ibs. S 
22nd June 1954 20,000 Ibs. S 
25th June 1954 250,000 Ibs. R 


The material records are maintained on a FIFO (first-in-first-out ) basis. 


During the month of June, 215,000 units, which were processed in the 
mixing department, were transferred to the finishing department and 200,000 
units were completed and transferred to finished goods from the finishing 
department. 


Wages for the month of June were: 








NESSES ener re ae ... $74,370 
Finishing ........ Pe espie . 85,800 
Factory service expense for the month of June was: 
Mixing .... (tae avec xcacs, Fe 
Finishing ST eT ae. 
The inventories of work-in-process as at 30th June 1954 were as follows: 
Quantity Percentage completed 
in Units Materials Labour Factory Service 
Mixing .. . 45,000 100% 60% 60% 





Finishing 25,000 90% 40% 60% 
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Required: 
A statement showing your computation of the: 
(i) costs of goods manufactured during the month of June, and 
(ii) value of work-in-process inventories as at 30th June 1954. 


(For solution to this problem see page 62) 


Editor's note 

An alternative solution would be to calculate the unit costs of each of the com- 
ponents of work in process on the accumulated costs of both opening inventory and pro- 
duction (rather than just production). If this method is used there will be a slight differ- 
ence in the dollar amounts of the work in process inventories of both departments and 
the cost of production in the Finishing Department (because of the change in the cost 
of materials transferred from the Mixing Department). The unit costs for work in process 
components at June 30, 1954 would be: 


Mixing Department: 


; s 119,600 
Materials in process — 960.000 = 46c 
82,280 “ 
Labour in process — 342000 = 34¢ 
a 41,624 ca 
Factory service in process — 942.000. = 17.2c 
Finishing Department 
. 244,750 
Materials in process 399500 = $1.10 
5 91,980 
Labour in process — 910.000 = 43.8¢ 
ia i 46,010 
Factory service in process — 315.000 = 21.4¢ 


Examiner's Comments 


The answers to this question were either poor or quite good, indicating 
that if the candidate understood process costing at all, the question was 
comparatively easy. 

Some candidates did not notice that work in process inventories were 
only partially completed for the most part. Others assumed a loss in units 
in Department 2, causing errors in the final inventories. Others did not 
carry the total cost of Department 1 to the material cost of Department 2, 
but placed it in the same category as in Department 1 or kept it entirely 
out of Department 2, thus affecting the closing inventories. 


Generally, the candidates who did poorly did not understand the con- 
cept of effective units and their application to costs in order to obtain unit 


costs. Poor form in the statements and schedules required was a frequent 


cause of candidates going astray. 
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BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 


THE DIVIDEND TAX CREDIT: 
WHO GETS IT? 

The above may seem a ridiculous 
query to the knowledgeable readers 
of this department, and no doubt it 
is, but this commentator has encoun- 
tered some highly qualified tax ad- 
visers who think the answer none 
too obvious. The statute says in 
hardly more elaborate language than 
the following that an individual resi- 
dent in Canada is entitled to a tax 
credit equal to 20% of the dividends 
he receives from taxable corporations 
in a taxation year. And it goes on 
in the next subsection to define a 
taxable corporation as a corporation 
resident in Canada “that was not, by 
virtue of a statutory provision, exempt 
from tax” for the year in which the 
dividends were paid. It is from 
those words in italics that the diffi- 
culty arises. 

In a word, if the entire income of a 
resident Canadian company for a 
year is by way of dividends from 
other resident companies, and if such 
dividends are deductible under s. 
28(1) in computing the taxable in- 
come of the recipient corporation, is 
enot the latter exempt from taxation? 
Certainly it is not liable to tax, and 
therefore is it not exempt from tax, 
by virtue of a statutory provision, to 
wit s. 28(1)? 

We do not know whether the Min- 
ister or his officials contemplate rais- 
ing this issue, but if so the following 
considerations may prove relevant. 
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Under s. 2(1) of the Act all com- 
panies resident in Canada are made 
liable to tax on their taxable income, 
but s. 62 lists various categories of 
companies which are not liable to tax 
on their taxable income, e.g., personal 
corporations, housing corporations, 
investment corporations (prior to this 
years amendment), foreign business 
corporations, etc. Section 62 confers 
this tax freedom by this language: 
“No tax is payable. . . . upon the tax- 
able income of a person... . when 
that person was... .” [a taxpayer of 
one of the defined categories |. 


It can hardly be disputed that a 
company whose taxable income is 
made free of tax by a specific statu- 
tory provision falls clearly within the 
words “a corporation that was, by 
virtue of a statutory provision, exempt 
from tax”. There are, however, cor- 
porations not mentioned in s. 62 
which are free of tax by virtue of 
other statutory provisions. For in- 
stance, a company with substantial 
earned profits in a year is free of tax 
in that year by virtue of s. 27(1)(e) 
if it sustained a business loss of equal 
or greater amount in the five preced- 
ing vears or if it sustains such a loss 
in the succeeding year. Again, a 
company whose entire income is from 
mining of a certain description is free 
of tax by virtue of s. 83(5) for a peri- 
od of three years from the time its 
mine came into commercial produc- 
tion. 

There are thus three types of cor- 
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porations that are or may be tax-free 
by virtue of a statutory provision: 


(1) those whose taxable income is 
declared tax-free; (s. 62) 

(2) those entitled to statutory de- 
ductions equal to their income; 
(s. 27(1)(e)) 

(3) those whose entire income stems 
from a source the income from 
which is not required to be in- 
cluded in computing income 
(s. 83(5)). 

A resident corporation which is 
free of tax because its entire income 
consists of dividends which are de- 
ductible in computing taxable income 
falls within the second class. The 
section of the Act which governs the 
dividend tax credit does not, however, 
refer to dividends received from com- 
panies that were tax-free by virtue of 
a statutory provision but to dividends 
received from companies that were 
exempt from tax by virtue of a statu- 
tory provision. If it is not already 
clear that while all exempt taxpayers 
are tax-free all tax-free taxpayers are 
not exempt, perhaps the following 
will clinch it. 





RECENT TAX CASES 





Notice, for example, that where a 
company’s entire income is from 
mining and exempt from tax under 
s. 83(5), dividends paid by that com- 
pany are deductible in computing the 
income of the recipient corporation 
(s. 28(1)(c)), but not so dividends 
paid by a company that was exempt 
from tax by virtue of a statutory pro- 
vision (s. 28(1)(a)). That is to say, 
the Act clearly recognizes a distinc- 
tion between a company that is tax- 
free by virtue of a statutory provision 
and a company that is exempt by 
virtue of a statutory provision. 


And of course, it would be quite 
absurd if it were otherwise. For 
what is the object of the dividend tax 
credit if not to lighten the double 
taxation burden on profits earned by 
corporations, which are taxed once 
upon the fiction that companies are 
persons and taxed again in the hands 
of the beneficial recipients? If that 
is indeed the object of the dividend 
tax credit, the number of companies 
standing between the earning of the 
income and the transference of that 
income to its beneficial recipients is 
a matter of indifference. 


Ken Steeves Sales Ltd. v. M.N.R. 
( EXCHEQUER CourT OF CANADA, CAMERON J., Marcu 5, 1955) 


Income from Business — Method of computing — Exclusion of receivables 
arising in year — Not permissible under Act — ITA secs. 3, 4, 14(1) 


Appellant company commenced 
business on January 31, 1950, and 
its income tax return for the year 
ending January 31, 1951 showed a 
loss of $53 by reason of a deduction 
described on its financial statement 
as “Provision for uncollected ac- 
counts” amounting to $4,240. The 
Minister disallowed this deduction 
and appellant appealed to the Ex- 





chequer Court of Canada following 
the dismissal of a first appeal to the 
ITAB (9 TABC 156). The uncollect- 
ed accounts referred to represented 
accounts and notes receivable follow- 
ing the close of the year which arose 
through sales made during the year. 
Evidence was given by a chartered 
accountant that appellant had adopt- 
ed an accounting method of charg- 
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ing to expense all disbursements 
made during the year as well as ac- 
counts payable but that only cash 
actually received in the year was in- 
cluded on the revenue side, and he 
expressed the opinion that this was a 
proper method for determining appel- 
lant’s actual profit but he was un- 
able to say that it was one which 
was in accordance with generally 
accepted accounting practice in Can- 
ada. 

Held, dismissing the appeal, the ac- 
counting method adopted by appel- 
lant must be rejected as one which 
does not accurately reflect the true 
profit of the trader. Scottish North 
American Trust v. Farmer, 5 T.C., per 
Lord Atkinson at p. 705; Whimster 
& Co. v. C.LR., 12 T.C. per Lord 
Sands at p. 823 and 826; Naval Col- 
liery Co. v. C.1.R., per Rowlatt J. at 
p. 1027; Isaac Holden & Sons Ltd. v. 
C.I.R., 12 T.C. 768 per Rowlatt J. at 
p. 772; Absalom v. Talbot, 26 T.C. 
per Lord Simon at p. 189, per Lord 
Atkin at p. 191; British Mexican 
Petroleum Co. v. Jackson, 16 T.C., per 
Lord Macmillan at p. 593; Johnson 
v. W. S. Try Ltd., 27 T.C. per Greene 
M.R. at p. 181; M.N.R. v. Sinnott 
News Co. Ltd. [1952] Ex. C.R. 508. 
The principle established by these 
cases, namely that the receivables of 
a trader ordinarily constitute a trade 
receipt of the year in which the re- 
ceivables arise, is of equal applica- 
tion under the Canadian Act. See 
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C.I.R. v. Gardner et al, 29 T.C., per 
Lord Simon at p. 93. When trading 
stocks are sold and delivered the full 
price should be brought into account 
in the year in which the delivery is 
made, irrespective of the time of pay- 
ment, and it follows that the method 
adopted here by appellant company 
is a method not permissible under the 
Act. “I say that because of the fact 
that it excludes as an item all receiv- 
ables, which form a necessary part of 
any trader’s profit and loss statement. 
Such a method is incomplete and mis- 
leading and one which fails entirely 
to show the true state of a taxpayer's 
position or to reflect his true profit or 
loss.” The above is a statement of 
the law applicable to short term trad- 
ing accounts such as those in the 
present case. 

Dismissed 


Editorial Note: While the learned Judge 
expressly excluded from his consideration 
the acceptability or otherwise of the so- 
called “Cash” method of computing income 
from a business for tax purposes, his judg- 
ment certainly suggests that it is not a 
permissible method where the method of 
operating the business results in the creation 
of “receivables”. If that is indeed the law, 
the practice of permitting certain classes of 
taxpayer to file returns and pay tax on a 
“Cash” basis is no more than a concession 
by the Minister and presumably not binding 
on him unless section 14(1) can be said 
to create a statutory estoppel — as to 
which there must be some doubt now. 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet, Esq., Q.C. (Chairman), Cecil L. Snyder, Esq., Q.C. (Assistant 
Chairman), W. S. Fisher, Esq., Q.C. and R. S. W. Fordham, Esq., Q.C. 


248 v. M.N.R. 


Business Income — Purchase of num- 
ber of mortgages at discount — Profits 
taxable 


Appellant, a wealthy businessman, 


invested most of his savings in stocks 
and bonds until 1947, in which year 
he sold most of his stocks, and com- 
mencing in 1949 he purchased mort- 
gages on land, mostly second mort- 
gages, at substantial discounts. He 
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bought the mortgages on the advice 
of his solicitor. The mortgages pur- 
chased yielded a reasonable amount 
of interest and all but a few were 
short-term mortgages. In the years 
1949 to 1952 he purchased 16 such 
mortgages, and his profits thereon 
ranged from more than $5000 in 1949 
to nearly $22,000 in 1952. He was 
assessed to tax on these profits as 
being the profits of a business of 
lending money and buying mort- 
gages. 

Held (Messrs. Monet and Fisher), 
the profits he made were taxable as 
income. 


Mar 23/55 Dismissed 


250 v. M.N.R. 


Business Income — Whether invest- 

ment by widow in four mortgages 

constitutes business — Expenses of 
management not deductible 


A widow held four mortgages on 
land in 1953 (later increasing the 
number to eight or nine). In 1953 
her interest income from the mort- 
gages was $2,384 and $1,562 on a 
loan. She claimed deductions of $300 
for rent, $36 for telephone, $50 for 
stationery and supplies, $250 for cler- 
ical help, $50 for taxis, etc., $50 for 
notary’s fees, and $5 for a safety de- 
posit box, contending that these were 
business expenses. 

Held (Mr. Fordham), she did not 
have enough mortgages to justify 
describing their management as a 
business. 

Mar 21/55 Dismissed 


Northland Utilities (B.C.) Ltd. 
v. M.N.R. 


Capital Cost Allowances — Public 
utilities — Electricity and gas generat- 
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ing and distributing plant — Whether 
“plant” includes portable tools — 
ITRegs. Sch. B. cl. 2 and 8 


Appellant and its affiliated com- 
pany were in the business of manu- 
facturing and distributing gas and 
generating and distributing elec- 
tricity, and claimed capital cost al- 
lowances at the 20% rate aplicable to 
unclassified tangible property under 
cl. 8 of Sch. B of the ITRegs. in re- 
spect of various portable tools used 
in the process of their business 
throughout the communities they 
served. The Minister, however, con- 
tended that the property in question 
was eligible only for the 6% rate un- 
der cl. 2, which applied to generating 
and distributing equipment and plant 
and to manufacturing and distribut- 
ing equipment and plant of electric 
and gas utilities respectively. 


Held (Mr. Snyder) after reviewing 
several previous decisions of the 
Board in which the classification of 
ancillary equipment was determined 
by the test whether or not it was 
affixed to other classified property or 
was readily detachable therefrom — in 
view of several definitions approved 
by writers of works on accounting in 
which the word “plant” is given a 
fairly wide extent and in view of 
various legal decisions in which the 
word “plant” was held to include 
certain movable apparatus of one 
kind or another, and in view also of 
the fact that the companies would not 
be able to continue in business with- 
out the tools in question, it must be 
found that the Minister had properly 
classified the tools as falling within 
class 2 of Sch. B. 

Alta, Mar 7/55 Dismissed 
Editorial Note: One can only say that much 
of this reasoning would apply to almost any 
property possessed by the appellant com- 
panies, including office furniture and equip- 
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ment. The vagueness of the word “plant” 
in Sch. B. might have been removed to 
some extent by a consideration of the fact 
that Sch. B fixes different rates for different 
classes of property by reference to their 
estimated useful life. 


General Automatic Beverages Ltd. 
v. M.N.R. 


Capital Cost Allowances — Franchise 
to operate vending machines in lim- 
ited area — Duration unlimited — No 
right to capital cost allowance — 
ITRegs. 1100(1)(c), Sch. B., cl. 14 


By a contract made in January 
1951 appellant company’s predecessor 
in title agreed to buy a number of 
coin-operated coffee vending ma- 
chines, delivery to be made within 
specified periods. The contract fur- 
ther declared that so long as the 
buyer fulfilled the obligations of the 


agreement the seller granted him the 


exclusive privilege of operating the 
machines purchased within the city 
of Toronto and a 15-mile radius of 
the city limits. In 1952 appellant, 
as assignee of all the buyer's rights 
under the contract, claimed a deduc- 
tion of $2,266 as an allowance in re- 
spect of the capital cost of the ex- 
clusive operating right granted by the 
contract, which it contended was a 
“franchise” within the meaning of 
class 14 of the Capital Cost Allow- 
ance Schedule, under which (and 
Reg. 1100(1)(c)) the capital cost of 
a “franchise . . . . for a limited period” 
is recoverable through deductions 
from income pro rata over the life of 
the franchise. 


Held, (Mr. Monet), inasmuch as the 
exclusive operating right granted by 
the contract was not for a limited 
period as required by class 14 of 
Schedule B, appellant was not en- 
titled to the deduction claimed. It 
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was clear that the right was for an 
indefinite period, namely so long as 
appellant met the conditions of the 
contract. 


Ont, Feb 15/55 Dismissed 


Burrows Motors Ltd. v. M.N.R. 


Capital Cost Allowances — Land and 
building acquired for expansion — 
Buildings not acquired to earn in- 
come from — No capital cost allow- 
ance — ITReg. 1102(1)(c) 


Appellant company, which carried 
on a general automobile business in 
Edmonton, purchased two parcels of 
land adjacent to its place of business, 
with the object of retaining them for 
eventual expansion and also to pre- 
vent their acquisition by competitors. 
The parcels contained frame dwell- 
ing houses which were _ tenant- 
occupied, and for some months after 
acquiring the parcels appellant de- 
rived a rental revenue from the 
houses. In the conveyances of the 
first parcel a valuation of $2,750 was 
placed on the land and $7,250 on the 
building, and in the conveyance of 
the other a valuation of $5,000 was 
placed on the land and $5,000 on the 
building. In July 1950 and in August 
1951 appellant sold the two houses 
for $150 and $550 respectively and 
they were removed from the land. 
After acquiring the land referred to 
appellant used it to store new and 
used cars. In its 1950 taxation year 
appellant included in its income tax 
return the rental revenue received 
from the two houses prior to their 
sale, and claimed deductions for 
property taxes, insurance, repairs and 
maintenance expenses and capital 


cost allowances of 10% of the valua- 
tions. The Minister would allow cap- 
ital cost allowances on a lesser amount 
only, however, and appellant ap- 
pealed. 
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Held (Mr. Snyder), it must be found 
that the buildings were not acquired 
by the taxpayer for the purpose of 
gaining or producing income there- 
from, as required by ITReg. 1102(1) 
(c) in order to permit the deduction 
of capital cost allowances, and there- 
fore the appeal must be dismissed. 
It must be found that appellant’s 
primary motive in acquiring the 
property was to use the land for the 
expansion of its business. 


Alta, Feb 28/55 Dismissed 


Fitzpatrick v. M.N.R. 


Earned Income or Investment In- 

come — Rental property — Whether 

income subject to surtax as invest- 
ment income 


Appellant owned a building in 
downtown Calgary, in the ground 
floor of which he carried on a men’s 
clothing business, whilst other parts 
of the ground floor were occupied by 
three other businesses, and the up- 
stairs was occupied by seven business 
tenants. Appellant heated the prem- 
ises, supplied janitor services, super- 
vised the entire building himself, in- 
specting it once a day, and arranged 
all leases, renewals and _ tenants’ 
complaints by himself. The gross 
rentals exceeded $38,000 a year. 


Held (Mr. Fordham), on the facts 
it must be found that his income 
from the building was income from 
a business and not from an invest- 
ment and accordingly it was not sub- 
ject to the investment income surtax 
of 4%. See the dictum of Lord Greene 
M.R. in C.1.R. v. Desoutter Bros. 
(1945), 29 T.C. 155 at p. 161, where 
he deprecated attempts to apply a 
comprehensive test for the solution 
of this class of case. 
Alta, Feb 28/55 


Editorial Note: 


Dismissed 
This type of case, which 
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has produced almost as many appeals as the 
capital gains question, has now been re- 
solved by amendment of the Act. In future, 
rents from real property will constitute in- 
come from a business in every case. Would 
that the capital gains question could be re- 
solved with equal simplicity! 


Gemmill v. M.N.R. 


Employees — Cost of board and 
lodging in carrying on employment — 
Not deductible — ITA (1953) s. 11(9) 


Appellant, a line construction sup- 
erintendent employed by the Ontario 
Hydro, resided at Orangeville, but 
was obliged to work away from 
home and to live at camps set up by 
his employer. In 1953, while work- 
ing in the Niagara Peninsula he lived 
at a nearby camp established by his 
employer, and was charged fixed 
sums by his employer for board and 
lodging at the camp. During week- 
ends he drove to his home in Orange- 
ville but was still charged for his 
room while away. In his income tax 
return he claimed to deduct the 
amounts so charged him by his em- 
ployer for board and lodging. 


Held (Mr. Fisher), the deduction 
claimed was allowable, if at all, only 
under ITA s. 11(9), i.e. only if appel- 
lant was ordinarily required to carry 
on his duties away from his em- 
ployer’s place of business or in differ- 
ent places, and insofar as appellant 
was concerned his employer’s place of 
business for 1953 was at the camp 
site in the Niagara Peninsula, which 
was the centre of the area where the 
work was being done. ITA s. 12(1) 
(b), which refers to travelling ex- 
penses incurred in carrying on the 
taxpayer's business, was _ irrelevant, 
since appellant was not carrying on a 
business. 


Ont, Mar 25/55 Dismissed 
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Recent Books 


Canadian Income Tax, by John G. 
McDonald with the assistance of Stu- 
art D. Thom; published by Butter- 
worth & Co. (Can.) Ltd., Toronto; 
price $35 (inclusive of service to De- 
cember 31, 1955) 

This is a well organized and com- 
plete work on the Income Tax Act. 
The authors treat each subject on a 
“topic” basis and weave together the 
relevant section of the Act and the 
regulations and cases, including lead- 
ing British cases, thus providing 
thorough coverage. For instance, 
the user will find that the chapters 
on “Gross Income”, “Net Income” and 
“Taxable Income” answer a multitude 
of questions which arise in the deter- 
mination of income for tax purposes. 


More particularly, the work is ob- 
viously based on a comprehensive un- 
derstanding of the concepts upon 
which our system of taxation rests. 
One very helpful feature is the lucid 
analysis and comparison of the vari- 
ous decisions of the Courts and the 
Income Tax Appeal Board which 
provide a basis for predicting trends 
in the interpretation of the law. 


The chapter entitled “Income Tax 
Rules and Accounting Practices” is a 
handy compilation of the variations 
between sound business accounting 
practice and the requirements of the 
statute and regulations. _ Particular 
attention is given to the differences 
between the accounting and tax treat- 
ment of so-called “reserves” and to 
inventory valuations. 


Other valuable chapters deal with 
income from natural resources, part- 


nership income, family income dis- 
tributions, corporate distributions and 
non-residents’ income. 


This publication is not a looge-leaf 
service, nor is it a bound volume. The 
separately stitched chapters are to be 
replaced periodically as made neces- 
sary by changes in the statute and 
regulations and by the development 
of case law. When such changes oc- 
cur, it is proposed to issue separate 
cumulative supplements from time to 
time so that a review of the supple- 
ment and the pertinent chapter will 
provide complete and up-to-date in- 
formation on any topic. Users will 
no doubt be interested to discover 
whether this new format simplifies 
the task of keeping abreast of the 
latest tax data. 


“Canadian Income Tax” gives 
promise of earning a permanent place 
on the working shelves of those who 
require an authoritative and reliable 
treatise on the subject. 

C. L. Kine, F:C.A;, 


Toronto, Ontario 


Proceedings of the First Conference 
on Training Personnel for the Com- 
puting Machine Field, Wayne Uni- 
versity, Detroit, Michigan, June 22 
and 23, 1954; edited by Arvid W. 
Jacobson, Detroit; published by 
Wayne University Press, 1955; pp. 
104; price $5.00 

This book contains, in an elegant 
binding, the full text of the dinner 
address and the papers presented at 
the four sessions. 
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The only real unanimity of the 
conference was in the first session, 
“Manpower Requirements in the 
Computer Field”. Here everyone, 
the representatives of business and 
industry, government agencies and 
computer manufacturers agreed on 
the urgent need for a tremendous in- 
crease in the number of people who 
could understand, make use of, or 
service computing and data process- 
ing machines. 


The next two sessions, “Education- 
al Programs” and “Influence of Au- 
tomatic Computers on Technical and 
General Education”, revealed a wide 
diversity of opinions. Some speak- 
ers felt that the undergraduate in- 
struction in mathematics, science, en- 
gineering, commerce, and social sci- 
ences, would all soon be affected 
by the presence of these new ma- 
chines; others felt that the whole 
field was rather specialized and bet- 
ter treated as a graduate subject, or 
even left as part of the training given 
by the employer after graduation. 
Some felt that advanced training in 
formal mathematics was the most 
suitable preparation, others that a de- 
tailed knowledge of the particular 
business under study was the essen- 
tial thing, and still others that a team 
of experts would be required. 


The whole report of the proceed- 
ings clearly shows the intense and 
widespread activity in this field in the 
United States. The last session, “Co- 


operative Efforts for Training and_ 


Research”, described a number of 
joint efforts on behalf of universities, 
business and government agencies for 
providing advanced training and re- 
search opportunities. 


The reviewer would point out that 
the shortage of trained personnel is 
likely to be even more critical in Can- 
ada. where there is a growing interest 
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in this subject, but where industries 
and management are taking none of 
the steps which are necessary for the 
potentialities of these new devices 
to be realized. 

C. C. Gotiies, Px.D., 


University of Toronto 


Introduction to Income Tax Law, by 
Francis Eugene La Brie, B.A., LL.B., 
LL.M., D.Jur.; published by CCH 
Canadian Limited, Toronto; pp. 388; 
price $7.50 


This excellent work should find a 
place in the tax library of every prac- 
tising accountant. This reviewer has 
some knowledge of the difficulty of 
explaining the intricacies of Canadian 
tax law, and so has the greatest ad- 
miration for Professor La Brie’s power 
of expression. 

Mr. Marcel Bélanger, M.A., C.A., 
secretary of the Faculty of Commerce 
and Professor at Laval University, 
prepared the accounting examples 
and illustrations which are generous- 
ly scattered through the book, and 
in addition he has contributed sec- 
tions on the accounting treatment of 
reserves and inventories. 


The author states in his preface 
that the work was prepared to meet 
the needs of teachers and students of 
income tax, and that it contains a 
measure of comment designed to help 
the student in becoming acquainted 
with some of the problems that in- 
evitably arise out of any attempt to 
impose a satisfactory tax on income. 
Because of this approach, the general 
practitioner will not find this work to 
be suitable for use as a handbook. 


Like all first editions of books deal- 
ing with our complex income tax law, 
there are errors. Some of these may 
have crept in because of the academic 
background of the author. This is 
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not meant to be said in any critical 
way, as on the contrary this reviewer 
is amazed at the author’s knowledge 
of the workings of tax law. 

The 1954 amendment to s. 20(6) 
(f), relating to changes in the pro- 
portion of business use to the total 
use of property, has been overlooked 
(page 152). The example on page 
190 wrongly shows no tax payable 
by the spouse where the notch pro- 
vision is applied. It would appear 
that the author slipped (and not Par- 
liament’s draftsmen) when he says on 
page 219 that the shareholders escape 
tax in the operation of s. 67(6) 
and 67(1) in circumstances where a 
personal corporation distributes its 
income during the taxation year in 
which it was received. In the ex- 
ample on page 230 the amount de- 
ductible in the eleventh year under 
s. 76 in respect of special contri- 
butions to a pension fund should be 
shown as $5,000 and not “nil”; in the 
example the author computes the 
amount deductible as being the am- 
ount by which the aggregate of pay- 
ments made in the 10 years ending 
with the taxation year exceeds the 
amounts which were deductible un- 
der s. 76 in the previous ten years 
instead of the previous 9 years. The 
computation of undistributed income 
on page 302 seems to be incorrect as 
the value of land donated to the 
company is not a capital gain (see 
Whitmore v. M.N.R., 1952 DTC 129); 
furthermore, bond discount would 


.seem to be a disallowed expense and 


not a capital loss. 


Professor La Brie makes some in- 
teresting remarks on the question of 
inventory valuation — despite his sad 
commentary that the accounting pro- 
fession is not in agreement on what 
market value means. One might take 
exception, however, to his statement 


a 


on page 108 that “a substantial argu- 
ment against the lawful use of Lifo 
under the present Act arises from the 
direction in s. 14(2) that valuation 
may be at the lower of cost or mar- 
ket.” Is not Lifo merely one of the 
methods of evaluating cost (as ex- 
plained by Mr. Bélanger in his contri- 
bution), and where Lifo is appropri- 
ate does not s. 14(2) appear to al- 
low inventory to be valued at the 
lower of market value or cost com- 
puted on the Lifo method? 


The taxpayer may take some com- 
fort in Professor La Brie’s observa- 
tions on page 364 as to s. 137 (arti- 
ficial transactions) and s. 7 (pay- 
ments combining income and capital ) 
where he states regarding s. 137: 
“It is barely conceivable that a court, 
approaching the Act from the impar- 
tial point of view of the judiciary, 
would conclude that an expenditure 
that was proper and made for the 
purpose of gaining or producing in- 
come was unreasonable, or that it 
reduced income unduly, artificially, 
or at all. Conversely, in interpreting © 
s. 7, a payment that a court would 
hold not to be interest or income of 
the taxpayer would not likely be held 
by that court to be reasonably an in- 
terest or income payment.” 

In writing this work, Professor La 
Brie has made an outstanding contri- 
bution towards better understanding 
of Canada’s income tax law, and he is 
to be commended for his fine effort. 

Lance.or J. Smrrn, F.C.A. 
Toronto, Ontario 


An Introduction to Cost Accountancy, by 
R. Warwick Dobson; published by Gee & 
Co. (Pub.) Ltd., London 

The price of volumes II and III was 
quoted as 37/6 in the April issue of this 
journal, whereas the publishers advise that 
this amount is the price of volume III only. 
Volume II may be had for 25/-. 





Alberta 

Kinnaird, Aylen & Company, Chartered 
Accountants, 218 Tegler Bldg., Edmonton, 
announce the admission to partnership of 
Gerald E. Pearson, B.Com., C.A. and James 
W. Stansberry, B.Com., CA. 


James L. Kergan, C.A. has been elected 
president of the Drumheller Chamber of 
Commerce. 


British Columbia 


Bailey, Monteith & Holms, Chartered Ac- 
countants, announce the removal of their 
offices to 512-515 Scollard Bldg., 1207 
Douglas St., Victoria. 

Paul Rising & Co., Chartered Account- 
ants, announce the removal of their offices 
to 2065 W. 4th Ave., Vancouver. 


Manitoba 


George B. Hare, C.A. announces the ad- 
mission to partnership of Owen W. Watters, 
C.A. and Elgin G. Gork, C.A. Henceforth 
practice of the profession will be conducted 
under the firm name of Hare, Gork, Watters 
& Co., Chartered Accountants, with head 
office at 208-234 Grain Exchange Bldg., 
Winnipeg. 


Ontario 


Two new executive appointments have 
been announced by C. O. Dalton, presi- 
dent of The Carling Breweries Limited. J. 
W. Herold, C.A. has been appointed comp- 
troller of the company and will continue to 
act in his capacity as a director. C. S. 
Costigane, C.A. has been appointed treas- 
urer, 


William Lyttle, B.Com., C.A. has been 
admitted as a partner in the firm of W. 
W. Pollock & Co., Chartered Accountants. 


NEWS OF OUR MEMBERS 
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Henceforth practice of the profession will 
be conducted under the firm name of Pol- 
lock, Proctor & Lyttle, Chartered Account- 
ants, with offices at 93 Ontario St., St. 
Catharines. 


J. G. Prangley, C.A. has announced the 
opening of an office for the practice of his 
profession in Strathroy. 


C. W. I. Jackson, C.A. has been appoint- 
ed treasurer of Coca-Cola Ltd., Toronto. 


Maxwell Goldhar, C.A. has been elected 
a director of Consolidated Denison Mines 
Ltd., Toronto. 


Quebec 


George C. Kendall, C.A. announces his 
association with Hugh B. Savage, C.A. for 
the practice of their profession with offices 
at 610 St. James St. W., Montreal. 


Weisbord & Garmaise, Chartered Ac- 
countants, announce the removal of their 
offices to Ste. 12, 410 St. Nicholas St., 
Montreal. 


Henry S. Pesner, C.A. announces the re- 
moval of his office to Ste. 911-2, University 
Tower Bldg, 660 St. Catherine St. W., 
Montreal. 


CHANGE OF ADDRESS 


Members and students who change their 
address and advise The Canadian Institute 
of Chartered “Accountants of such change 
should also notify their own provincial In- 
stitute. 


Periodic reconciliations of mailing lists 
are carried out but to ensure prompt re- 
ceipt of all provincial Institute mail, it is 
essential that the secretary of the provin- 
cial Institute be notified directly. 














INSTITUTE NOTES 





Ontario Institute 


Supper Dance and Cabaret 1955 — Be- 
cause of all the festivities to be held at 
the C.I.C.A. annual meeting in Toronto 
this September, the Council has decided 
not to have the supper dance and cabaret 
which has become a popular social event 
in early November. Instead you are invited 
to make plans to attend the social func- 
tions at the C.I.C.A. meeting. 


Tendering on Municipal Audits — Rule 24 
of the Institute’s rules of conduct states 
that competitive bidding for professional 
engagements is contrary to the best interests 
of members’ clients and of the public in 
general. The rule also suggests that mem- 
bers should endeavour to eliminate the 
practice by all means possible. Nonethe- 
less, it seems to be believed by many mem- 
bers that municipal councils are permitted 
to call for tenders for their audit work and 
that members cannot avoid competitive 
bidding if they wish to be municipal audi- 
tors. It should therefore be of interest to 
know that under s. 255(4) of the Municipal 
Act (Ontario), which concerns “appoint- 
ment to an office”, applicants shall not be 
asked “to name a sum for which they will 
discharge the duties of the office”. 


The Department of Municipal Affairs has 
interpreted this section as a prohibition 
against requesting tenders for the office of 
auditor and has drawn this to the attention 
of all municipalities on several occasions. 
Forearmed with this information, members 
are in a position to uphold the rule of 
conduct and also to assist the Department 
of Municipal Affairs in preventing the prac- 
tice. 


Public Relations Committee — Account- 
ANCY BooxteT: Approval has been granted 
for the preparation of a short illustrated 


booklet that will present the opportunities 
in the field of accountancy, particularly as 


a C.A. Chairman of the sub-committee 
preparing the booklet is J. J. Shulman. As- 
SISTANCE TO GUIDANCE TEACHERS: A pro- 
ject has been undertaken by the public re- 
lations committee, under the leadership of 
K. W. Ball, to provide a C.A. as liaison 
with the guidance counsellers in as many 
Ontario secondary schools as possible. The 
purpose of the project is to make informa- 
tion and assistance available to the teach- 
ers and students interested in accountancy. 
The C.A.’s will also help the counsellors to 
use the Institute Fim Srrie “Careers in 
Canadian Accountancy” which has now 
been given to 185 secondary schools in On- 
tario. 


Library Committee — Evenincs: The li- 
brary will be closed on Monday evenings 
from June to August but the Students Asso- 
ciation may open it again in September. 
Pusiic Lipraries: The Hamilton and Dis- 
trict C.A. Association has sponsored the 
development of the accounting and business 
section of the Hamilton public library by 
granting funds and recommending pur- 
chases. About 40 books costing $150 have 
been placed in the library in the last three 
years. If other clubs or members would 
like to assist their local libraries in this way 
a list of books to recommend is available 
from the Institute. 


Public Accountants Council — D. A. 
Ampleford, F.C.A. and H. R. Macdonald, 
F.C.A. have been appointed to the Public 
Accountants Council for the Province of 
Ontario to replace J. A. Wilson, F.C.A. and 
W. I. Hetherington, F.C.A who have re- 
tired after several years service. 


Employment Service — Although it is gen- 
erally known that the Institute operates an 
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employment service for students-in-ac- 
counts both to assist prospective students 
to obtain employment and members in 
practice to employ staff, it may not be 
known that a service is also offered to 
members seeking employment and to em- 
ployers wishing to employ C.A.’s. A num- 
ber of placements are made annually and 
the Institute is always interested in hearing 
about opportunities for employment and 
from members looking for positions. 


Honoraria for Articles — $850 was paid to 
members for the 17 articles accepted by 
The Canadian Chartered Accountant last 
year. The honorarium is $50 and is pay- 
able to each member or student whose lit- 
erary efforts are deemed worthy of the 
magazine. This should be an added in- 
centive to those who have been meaning 
to write about some new development in 
accounting or to let the members in on 
their views about an old problem. 


Group Life Insurance — At present $5,000 
is the maximum insurance available to a 
member in practice participating in the 
Canada Life group insurance plan. A letter 
will be sent in the near future asking 
whether the maximum should be increased 
to $7,500 for all principals and partners 
commencing April 1, 1956. Virtually 100% 
approval of participating members will be 
required before the increase is made, and 
if adopted, all principals or partners would 
have to be insured for the maximum, This 
year the cost of the insurance per $1,000 
has decreased from $9.00 to $8.60 and if 
the maximum was changed to $7,500 the 
cost per $1,000 would increase by about 
20c. 


Change in By-laws — At the 72nd annual. 


meeting of the Institute on June 10 the 
members ratified the change in by-law 58 
which provides that after June 10, 1955, 
only those members who are retired and not 
in regular daily gainful occupation shall 
be exempt from the payment of all Institute 


fees after 30 years of continuous member- 
ship. However those members previously 
enjoying an exemption because of 30 years’ 
membership continued to be exempt even 
though they are not retired. Following the 
meeting 500 members attended a luncheon 
at the Royal York Hotel. 


New Members by Affiliation — E. Cooke 
(Eng. 34); S. A. Senn (Eng. ’51); C. H. 
Cowperthwaite (Man. ’39); J. D. Kelleway 
(Eng. 31); N. Johnson (Sask. ’41); J. F. 
H. Connor (Que. 49); J. R. Ligertwood 
(Man 754); Cyril Vickers (Eng. ’54); Isa- 
dore Coiran Keith (Scot. ’33); William 
Howieson (Scot. 50); James Drummond 
Grieve (Que. 754); Calvin Potter (Que. 
’55); John Somerville (Scot. ’52, B.C. ’54); 
F. G. Black (Que. ’51). 


Course of Instruction Regulations — July 
2 was the due date for the 26th lesson in 
the C.A. Course of Instruction though all 
students have until September 3 to complete 
any unfinished lessons. This year new reg- 
ulations were adopted requiring students to 
complete the course by September 3 and 
observe certain limitations in respect to the 
submission of lessons if they wished to be 
eligible to enrol in the next year of the 
course in 1955-56 or to write any examin- 
ations in October 1955 which required the 
prior completion of their particular year of 
the course. . 


Quebec Students Elect Officers 


D. P. Cassidy, C.A. was elected president 
of the Chartered Accountants Students So- 
ciety of Quebec at its annual meeting. He 
succeeds R. A. Poirier. M. Saint-Denis and 
M. Hersh were elected vice presidents and 
J. André Cété secretary treasurer. Com- 
mittee members elected are as follows: A. 
Beaudoin, P. L. Beckett, Ian Campbell, J. 
E. David, J. L. Favreau, K. Fincham, H. 
J. Garbacz, R. L. Hébert, Max Konigsberg, 
G. G. Murray, R. E. Owens, D. Solomon, J. 
M. Tremblay. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 
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REINHOLD E. GUNTHER 


The Institute of Chartered Accountants 
of Ontario regrets to announce the death 
of Reinhold E. Gunther, C.A. of Brantford 
on February 19. He died as the result of 
a traffic accident. 

Mr. Gunther became a member of the 
Ontario Institute in 1936 and for some 
years practised on his own account. Dur- 
ing World War II he served in the Cana- 
dian Army and on retirement held the rank 
of captain. At the time of his death he 
was vice-president and general manager of 
E. & A. Gunther and Company Limited, 
Brantford. 

Mr. Gunther was a member of the Board 
of Managers of Central Presbyterian 
Church, Brantford, and a member of 
N.O.M.A. He had travelled extensively and 
was a keen amateur photographer. 

To his widow, his son and daughter, the 
president, Council and members of the In- 
stitute extend their deepest sympathy. 


Bruce W. MILNE 

The Institute of Chartered Accountants 
of British Columbia announces with regret 
the death of Bruce W. Milne of Vancou- 
ver on May 23, 1955. He was in his 89th 
year. 

Mr. Milne was admitted to the Society 
of Accountants in Aberdeen in 1906 and 
joined the British Columbia Institute in 
1920. He had been retired for some years. 

To his family the members of the In- 
stitute extend sincere sympathy. 


ALFRED PERRING TAYLOR 


The Institute of Chartered Accountants 
of Saskatchewan announces with regret the 
death of Alfred Perring Taylor on March 
30, 1955 in his 84th year. Former provin- 
cial treasurer of Saskatchewan for 25 years. 
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Mr. Taylor had resided in Vancouver since 
1988. 


Mr. Taylor was born in India and edu- 
cated in England. In 1903 he came to 
Canada and settled on a farm near Gren- 
fell, Sask. Later he formed a partnership 
under the firm name of Perring Taylor and 
Dawson, Accountants. In 1913 he was ap- 
pointed deputy provincial treasurer. 


Admitted to the Saskatchewan Institute 
in 1925, Mr. Taylor took a keen interest in 
Institute affairs and acted as librarian un- 
til his retirement. He was also one of the 
founders and the first president of the Re- 
gina Chartered Accountants Club. 


Reputed as one of the best billiard play- 
ers in Regina in his day, Mr Taylor was also 
a fine golfer, a member of the Assiniboia 
Club, and a member of Wascana Lodge 
No. 2 AF and AM. 


To his widow and family (which includes 
six great-grandchildren), the members of 
the Institute extend their deepest sympathy. 


ALFRED STUART CLERKE 


The Institute of Chartered Accountants 
of Manitoba announces with regret the 
death of Alfred Stuart Clerke at the Gen- 
eral Hospital, Calgary, in his 68th year. 


Mr. Clerke was admitted to membership 
in the Manitoba Institute in June 1916 
while with the firm of Webb, Read, Hegan, 
Callingham & Company and joined the 
Ontario Institute on moving to Ottawa in 
1921. He was secretary-treasurer of M. J. 
O’Brien Limited of Ottawa until retiring to 
Calgary in 1954. 


Mr. Clerke was a Freemason and a mem- 
ber of the Rideau Club and Rivermead Golf 
Club. 


To his family the members of the Insti- 
tute extend their sincere sympathy. 








SWEETNESS 


To most tax collecting bodies there 
is no substitute for cold cash, but 
the Mexican Bureau of Internal Rev- 
enue has allowed an alternative in the 
case of free-lance painters. It is per- 
mitting them to pay their taxes in 
kind and will use the chef-d’oeuvres 
so produced to add an artistic note to 
the walls of the tax collectors’ offices. 


This report, appearing in The 
Printed Word, published monthly by 
Johnston, Everson & Charlesworth 
Limited, Toronto, does not elaborate 
on the details of valuation; nor does it 
state whose taste the artist must fol- 
low — his own or the tax collectors’. 
It does suggest that this principle be 
adopted in Canada and even be ex- 
tended to cover other kinds of artists, 
such as poets, musicians, novelists, 
etc. “Admittedly,” says The Printed 
Word, “there would be some difficulty 
in deciding how much tax could be 
covered by any particular sample of 
these arts, but no doubt an acceptable 
formula could be evolved for each. 
Dancers, for example, might be judg- 
ed on the Salome principle, their pay- 
ment in prophets’ heads being com- 
muted into cash for purposes of T-1 
General.” 


But wouldn't that be a capital gain, 
and so exempt from tax? 


A Midsummer Night’s Dream 


In honour of the Stratford and 
other Shakespearian Festivals, one 
Clinton Kramer has written his own 
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version of “A Midsummer Night's 
Dream”: 


“I had 12 bottles of whiskey in my 
cellar, and my wife told me to empty 
the contents of each and every bottle 
down the sink, or else. 


“So, I said I would proceed with 
the unpleasant task. 


“I withdrew the cork from the first 
bottle and poured the contents down 
the sink, with the exception of one 
glass, which I drank. I extracted the 
cork from the second bottle and did 
likewise with the exception of one 
glass, which I drank. I then with- 
drew the cork from the third bottle 
and poured the whiskey down the 
sink, with the exception of one glass, 
which I drank. I pulled the cork 
from the fourth sink and poured the 
bottle down the glass, which I drank. 


“I pulled the bottle from the cork 
of the next and drank one sink out 
of it, and threw the rest down the 
glass. I pulled the sink out of the 
next glass, bottled the drink and 
drank the pour. 


“When I had everything emptied I 
steadied the house with one hand, 
counted the bottles, corks, glasses, 
and sinks with the other, which were 
twenty-nine, and as the house came 
by, I counted them again and finally 
had all the houses and bottles and 
corks, glasses and sinks counted, ex- 
cept one house and one bottle which 
I drank.” 

JEAN VALE 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 


CHARTERED ACCOUNTANT’S 
OFFICE 

Situated in industrial hub city on 
Vancouver Island offering ideal rural 
living requires C.A. or senior student. 
This young progressive firm would 
consider partnership arrangement 
when qualified. Reply in confidence 
stating experience and salary required 
to Box 491. 


INTERNAL AUDITOR 
Qualified accountant capable of as- 
suming duties of internal auditor with 
department store. Apply stating age, 
experience and salary requirements to 
the Controller, A. J. Freiman Limited, 
Ottawa. 


RESIDENT PARTNERS WANTED 
C.A.’s wanted in the following areas: 
Sault Ste. Marie, North Bay, Sudbury, 
Ottawa, Kingston, Windsor and Oril- 
lia. Those interested apply to Box 
490. 


STUDENTS WANTED 


Western Canadian firm of C.A.’s 
requires intermediate and _ senior 
students, also a recent graduate, to 
commence in the fall. Good remun- 
eration and opportunities for advance- 
ment. Personal interviews will be ar- 
ranged. Please give full details and 
enclose recent photograph. Box 488. 


PRACTICE WANTED 


Firm of chartered accountants widely 
established desires to extend its To- 
ronto practice by purchasing existing 
practice from present practitioner or 
firm or by continuing partnership ar- 
rangements with succession by way 
of purchase at retirement. Box 492. 


PRACTICE WANTED 


Firm of chartered accountants will 
purchase well established practice; 
Toronto. Jewish principals. Box 489. 


McGILL UNIVERSITY — SCHOOL OF COMMERCE 


Applications are invited for the position of Assistant Professor of Account- 


ing. A university degree and a 
essential. 


professional accounting qualification are 


The successful applicant will initially be required to teach Accounting to 


classes in the first and second year. 


Salary will be from $4,500 to $5,000 per annum according to qualifications. 


Applications, accompanied by a recent photograph and at least two testi- 
monials, should reach the Director, School of Commerce and Administration, 
McGill University, Montreal, not later than July 31. 














| PROFESSIONAL CARDS 





PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


bs 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 





STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


a 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West - - : - Toronto 1, Ont. 





ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 





H. MEYER GOODMAN, Q.C. 
WOLFE D. GOODMAN 


Barristers and Solicitors 


88 Richmond Street West - - - Toronto 1, Ont. 














302 Bay Street 


McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street’ - - - - - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Royal Bank Building . . . - Montreal 1. Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street . . : - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PREVOST, GAGNE, FLYNN & CHOUINARD 
Barristers and Solicitors 


Price House, 65 St. Ann Street - - Quebec 4, P.Q. 


Toronto 1, Ont. 
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THE CANADIAN 
CHARTERED ACCOUNTANT 


Article Writing Competition 


THE CANADIAN CHARTERED ACCOUNTANT announces that it 
will sponsor an Article Writing Competition for students and 
chartered accountants who have obtained their certificates since 
January 1, 1945. Contestants may write on any subject of their 
choice relevant to the field of accounting, auditing or taxation. 


Articles may be written in English or French. 


Prizes: First prize $300; second prize $200; third prize $100. 
Closing date: Midnight on February 29, 1956. 
Eligibility: The contest will be open to: 


(1) A student in accounts of any pro- (2) A member in good standing of the 
vincial Institute in Canada or a can- C.1.C.A. who initially obtained his 
didate for the Diploma of Licen- certificate of admission to a Pro- 
tiate in Accountancy of one of the vincial Institute in Canada or to a 
3 recognized Quebec Universities recognized overseas Institute since 
who is presently employed by a January Ist, 1945 (except members 
practising chartered accountant in of the staff of the Canadian Insti- 
Canada. tute of Chartered Accountants). 


Note: Anyone intending to enter the contest should communi- 
cate with the Executive Secretary, The Canadian Institute of 
Chartered Accountants, 69 Bloor Street East, Toronto, who will 
furnish the official announcement and a memorandum of addi- 


tional instructions. 








